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HEARING TO REVIEW THE PROPOSALS TO 
AMEND THE PROGRAM CROP PROVISIONS 
OF THE FARM SECURITY AND RURAL 
INVESTMENT ACT OF 2002 


WEDNESDAY, MARCH 28, 2007 

House of Representatives, 

Subcommittee on General Farm Commodities and 

Risk Management, 
Committee on Agriculture, 

Washington, D.C. 

The Subcommittee met, pursuant to call, at 10 a.m., in Room 
1302 of the Longworth House Office Building, Hon. Bob Etheridge 
[Chairman of the Subcommittee] presiding. 

Members present: Representatives Etheridge, Salazar, Marshall, 
Boyda, Herseth, Ellsworth, Costa, Walz, Pomeroy, Peterson (ex offi- 
cio), Moran, Johnson, Graves, Boustany, Conaway, and McCarthy. 

Staff present: Craig dagger, Scott Kuschmider, Clark Ogilvie, 
John Riley, Sharon Rusnak, Anne Simmons, Debbie Smith, Bryan 
Dierlam, and Jamie Weyer. 

OPENING STATEMENT OF HON. BOB ETHERIDGE, A 

REPRESENTATIVE IN CONGRESS FROM NORTH CAROLINA 

The Chairman. This hearing of the Subcommittee on General 
Farm Commodities and Risk Management to review proposals to 
amend the program crops of the Farm Security and Rural Invest- 
ment Act of 2002 will come to order. Let me welcome all of the 
Members and the witnesses and other guests to the Subcommittee’s 
first hearing of the 110th Congress. I apologize to all of you for the 
cramped conditions we find ourselves in today, and that so many 
people were unable to get into the hearing room. The main hearing 
room is not quite ready for prime time. It should be very shortly, 
so we are just going to have to make do today as we get started. 

Almost 6 months from today, most of the provisions of the Farm 
Security and Rural Investment Act of 2002 will expire. Full Com- 
mittee Chairman Peterson has made it our goal to complete work 
on the next farm bill before that point arrives and occurs. This 
Subcommittee is tasked with the responsibility of crafting those 
provisions of the next farm bill that impact what is commonly 
called program crops, and as most of you know, it includes things 
like cotton, corn, wheat, rice, soybeans, minor oilseeds, barley, sor- 
ghum, dry peas and lentils. The farm bill programs for these com- 
modities comprise the primary safety net for those who grow these 
crops for American consumers. As such, the 2002 Farm Bill is not 
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as perfect or as comprehensive a safety net as I would like to see 
or many others would. However, I believe that these farm pro- 
grams, by and large, endorse strong support in farm county. At 
least that is the message that I took away from the series of excel- 
lent field hearings held in the last Congress by both the full Com- 
mittee, under the Chairmanship of Bob Goodlatte, my good friend 
and colleague, then-Subcommittee Chairman, Jerry Moran, as we 
held several hearings across the country. 

Since these hearings, the Administration has put forth a number 
of, well, let me call them interesting ideas for the next farm bill. 
Additionally, a number of farm organizations have, since that time, 
held their annual meetings; and as a result have approved specific 
proposals and suggestions for the next farm bill, which we will 
start dealing with. And finally, we received the January and now 
the March estimates from the Congressional Budget Office of what 
our baseline in the next farm bill is going to be. These estimates 
point to the same inescapable conclusion: we don’t have a lot of 
extra money for the next farm bill. So the purpose of today’s hear- 
ing is to take testimony from farm groups and to hear in detail 
what specific ideas their members would like to see in the next 
farm bill. 

I also expect that, in that process, we will also hear what each 
of you think about each other’s specific proposals as well as the Ad- 
ministration’s proposal. And as you give your testimony, I do hope 
that you will keep in mind this Committee’s tight fiscal constraints 
that are being imposed on it by the full Committee as we write the 
next farm bill, and that, of course, is being imposed by the current 
financial conditions we have placed all across various government 
programs under our budget. 

[The prepared statement of Mr. Etheridge follows:] 

Prepared Statement of Hon. Bob Etheridge, a Representative in Congress 

From North Carolina 

I want to welcome all the Members, witnesses, and other guests to the Sub- 
committee’s first hearing in the 110th Congress. 

I apologize that we are going to be a little cramped here today and that so many 
people are not able to get into the hearing room, but the main hearing room in 1300 
is almost, but not quite ready for prime time yet. So we have to make do. 

Almost 6 months from today, most of the provisions of the Farm Security and 
Rural Investment Act of 2002 will expire. Full Committee Chairman Peterson has 
made it our goal to complete work on the next farm bill before that occurs. 

This Subcommittee is tasked with the responsibility of crafting those provisions 
of the next farm bill that impact what are commonly called program crops: among 
them are cotton, corn, wheat, rice, soybeans, minor oilseeds, barley, sorghum, dry 
peas, and lentils. 

The farm bill programs for these commodities comprise the primary safety net for 
those who grow these crops. As such, the 2002 Farm Bill is not as perfect or as com- 
prehensive a safety net as I would like to see. However, I believe these farm pro- 
grams — by and large — enjoy strong support in farm country. 

At least, that is the message I took away from the series of excellent field hear- 
ings held last Congress by both then-Full Committee Chairman Bob Goodlatte and 
my good friend and colleague, then-Subcommittee Chairman Jerry Moran. 

Since those hearings, a few things have happened. 

The Administration, to its credit, has put forth a number of; well, let’s call them 
interesting ideas for the next farm bill. Additionally, a number of farm organizations 
have since held their annual meetings and, as a result, approved specific proposals 
and suggestions for the next farm bill. 
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Finally, we have received the January and then March estimates from the Con- 
gressional Budget Office of what our budget baseline for the next farm bill is. These 
estimates point to the same inescapable conclusion. 

We don’t have a lot of extra dollars for the next farm bill. 

The purpose of today’s hearing is to take testimony from farm groups and hear 
in detail what specific ideas their members want to see in the next farm bill. I also 
expect in that process that we will also hear what they think of each other’s specific 
proposals as well as the Administration’s proposal. 

As you give your testimony, I hope you will keep in mind the tight fiscal re- 
straints that are imposed on this Subcommittee and the Full Committee in writing 
the next farm bill. 

Because we have quite a few witnesses, I will end my comments here and recog- 
nize the Ranking Member of the Subcommittee, Congressman Jerry Moran, for any 
opening statement he would like to make. 

The Chairman. Because we have quite a few witnesses, I will 
end my comments here and recognize my good friend and Ranking 
Member of the Subcommittee, Congressman Jerry Moran, for what- 
ever opening statements he might have. Jerry. 

OPENING STATEMENT OF HON. JERRY MORAN, A 
REPRESENTATIVE IN CONGRESS FROM KANSAS 

Mr. Moran. Mr. Chairman, thank you very much. With your con- 
sent, I will submit my opening statement for the record and just 
make a few comments. 

First of all, I would like to congratulate you on succeeding as the 
Chairman of this Subcommittee and I pledge my efforts to work 
with you to see that we develop good farm policy in this country 
on behalf of all of agriculture, whether they happen to grow crops 
in North Carolina or Kansas. I did take some discomfort at your 
statement about the then-Chairman of this Subcommittee. It 
seemed like you overemphasized the word then, but I am certain 
that we can work out our differences today, and in the future, and 
again pursue policies that matter to American agriculture for the 
benefits of farmers and ranchers, but really for the benefit of the 
U.S. economy and feeding and clothing a world that needs our 
products. 

I would also like to welcome to our Subcommittee my colleague 
from Kansas, Mrs. Nancy Boyda, who joins this Subcommittee. I 
welcome her to Congress, but especially I am pleased to have a 
Kansan join me in the efforts as we develop this farm policy, and 
I look forward to working with her. This is a hearing that is an 
important one. This really does set the stage for us to pursue. As 
we conclude our budget debates and determine what the baseline 
is, it is now really time to get down to work. And this Sub- 
committee and the full Agriculture Committee has had a long se- 
ries of hearings here in Washington, D.C. and across the country 
as we try to figure out what the right questions are. 

And I think it is fortunate that most of us recognize the experts 
are the people in this room, as well as those they represent back 
home that run the combines and plow the fields and earn a living 
every day on the farm. I am especially delighted today to have four 
Kansans, who are farmers and who earn their living on the land, 
who join us, three on this panel and one later. Greg Shelor, the 
Past President of the National Sorghum Producers will testify on 
the second panel. But with us today is Mr. Ken McCauley, who is 
the President of the National Corn Growers Association; Mr. John 
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Thaemert, who is the President of the National Association of 
Wheat Growers; and from my hometown, Mr. Lance Russell, who 
is the President of the Kansas Sunflower Commission. So as we get 
perspective today, we will have a particular Kansas flavor and I 
am grateful for that, but I know this Committee will do its work 
on behalf of all farmers across the country. Again, I thank you for 
the hospitality and kindness you have extended to me and look for- 
ward to working with you. 

[The prepared statement of Mr. Moran follows:] 

Prepahed Statement of Hon. Jerry Moran, a Representative in Congress 

From Kansas 

Thank you, Mr. Chairman. It is a pleasure for me to be here with you and the 
rest of the Subcommittee today as we hear proposals from the industry on how to 
amend the commodity title of the 2002 Farm Bill. I would like to thank all the rep- 
resentatives from the commodity groups who are testifying before us today. We have 
ten witnesses representing ten different crops. It is good to see such a diverse rep- 
resentation of American agriculture in one place. I am especially pleased to see so 
many Kansans testifying today. 

Last year this Subcommittee, as well as the full Committee, began gathering pro- 
ducer input at field hearings across the nation. Our intent is to use that information 
in writing the 2007 Farm Bill. Soon we will have a budget resolution and the Com- 
mittee will set to work drafting the next farm bill. Therefore, it is appropriate that 
our series of fact finding hearings culminate with this broad panel of agricultural 
producers. 

While I am sure that each organization may have a different perspective on how 
to improve the commodity title, we can all agree that maintaining a strong and vi- 
brant agriculture industry in the United States is essential to our nation’s well- 
being. Agriculture across this nation is diverse. A wheat producer in Kansas may 
not have the same concerns as a cotton producer in Texas. It is this Subcommittee’s 
duty to listen to the problems faced by all producers and try to develop policy that 
will ensure the United States continues to have a safe and abundant supply of food, 
fiber and, as of recently, energy. 

It is also important that we write a farm bill that allows producers to remain 
profitable. During our field hearings last year, many producers informed this Sub- 
committee that the 2002 Farm Bill had relatively good success in providing a safety 
net for producers. However, I am sure many of today’s witnesses will tell us there 
may be some ways we can improve our current programs. I welcome all the wit- 
nesses’ perspectives as we move forward with the 2007 Farm Bill. 

Again, thank you, Mr. Chairman, for holding this hearing and I look forward to 
the testimony of today’s witnesses. 

The Chairman. Jerry, I would say that the leadership from Kan- 
sas is still present. I looked down the list earlier and I said, “Good 
gracious, Kansas is still running the show.” Thank you and I look 
forward to working with you. And let me ask the other Members, 
if they would, for any opening statements they might have for the 
record, so that the witnesses may begin their testimony and so that 
we make sure there is ample time for questions, because there is 
going to be a full Committee today. 

[The prepared statements of Messrs. Peterson, Goodlatte, 
Graves, and Neugebauer follow:] 

Prepared Statement of Hon. Collin C. Peterson, a Representative in 
Congress From Minnesota 

Mr. Chairman, thank you for calling this hearing today. 

As everyone in this room knows, the baseline funding to support the agricultural 
safety net has fallen substantially — roughly $60 billion over the next 10 years — due 
to higher than average commodity prices. This Committee made a strong bipartisan 
pitch before the Budget Committee last month to support additional resources for 
agriculture programs so that these high prices would not affect the forward-looking 
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policies needed to facilitate a strong farm sector as well as helping our nation move 
toward energy independence. It looks as if this Committee will not have any wiggle 
room in terms of additional funding, and if that is the case, we will write the farm 
bill accordingly. 

Last year, during out field hearings, farmers and ranchers told us that the 2002 
Farm Bill is working well for the most part and that its basic structure should be 
maintained. 

That support for the commodity title contrasted sharply with the reaction we got 
from the 1996 Farm Bill. That bill was written during a time of high commodity 
prices, much like the environment we are in today. However, prices didn’t stay high, 
and Congress had to intervene, spending more than $23 billion in additional “low 
price” payments to farmers over its life. It ended up being a disaster for producers 
and tcixpayers alike. 

In contrast, the 2002 Farm Bill has cost less than was projected, and that is be- 
cause it is working well — making payments only when commodity prices are low 
and saving taxpayers billions of dollars. 

In one way, we have become victims of our own success. The last time a farm bill 
was written, the baseline for the safety net programs was $140 billion over 10 years. 
The most recent baseline has shrunk to about $80 billion. 

As we close in on a budget resolution and move into consideration of the farm 
bill in this and the other Subcommittees, I hope to build upon the strong funda- 
mental structure that is already in place. The commodity title will not be decreased 
because prices are high, it will not be raided to pay for other programs, nor will 
it be dismantled to meet trade obligations that do not yet exist. We have made these 
kinds of assumptions once before with catastrophic results, and taxpayers have paid 
the price. 

I thank today’s witnesses for appearing, and I yield back my time. 


Prepared Statement of Hon. Bob Goodlatte, a Representative in Congress 

From Virginia 

Since the Agriculture Committee began its review of the 2002 Farm Bill a little 
more than a year ago, we’ve received a wide assortment of input and policy rec- 
ommendations from a variety of producers and producer groups. Today, we are here 
to review some of those recommendations for the commodity title of the farm bill. 

As we proceed with writing the farm bill this year, it is important to consider 
some of the factors that will shape the environment in which it will be written. One 
of the most influential factors is the budget. Today, our budget flexibility is quite 
limited, a significant difference from the budget situation we found ourselves in 
when writing the last farm bill in 2002. In FY 2006, outlays for commodity pro- 
grams were $18,221 billion. The most recent CBO projections estimate spending for 
the same programs over the next 10 years to be between $7.7 billion and $9.9 billion 
a year. Essentially, we are going into the reauthorization of the 2002 Farm Bill with 
a commodity budget almost 43 percent smaller than what we had in 2002. This 
means we will have to be particularly creative in our approach to this farm bill to 
ensure that our producers can continue to produce the safest, most affordable food 
and fiber supply in the world. 

Throughout our farm bill field hearing series last year, the feedback we heard 
about the current commodity programs was generally positive and many asked that 
we just extend the current title. However, requests for an extension were also ac- 
companied with requests for “tweaks” in the current language. Additionally, some 
groups, such as the corn producers in my home State of Virginia, assert that the 
current program doesn’t adequately cover production in areas of higher risk and are 
seeking changes that would work better for them. While a complete consensus 
would have certainly made our job a lot easier, we had no illusions that it would 
be that simple. 

Today, I hope to learn a little more detail about our witnesses’ recommendations 
for the upcoming farm bill, keeping in mind the serious budget challenges we face. 
Is a simple extension, meaning no changes, of the current commodity title truly in 
the best interest of producers? Does the current policy meet the needs of all com- 
modity producers? if not, what aspects do you recommend we modify to make the 
programs more effective for more producers? 

I look forward to the testimony of our witnesses and would like to thank them 
for the thought and effort that went into their proposals and the testimony they pre- 
pared for us today. 
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Prepahed Statement of Hon. Sam Graves, a Representative in Congress From 

Missouri 

Thank you Chairman Etheridge and Ranking Member Moran for convening this 
hearing today. As a farmer myself, I know that few titles in the farm bill can have 
as much impact on agriculture as the commodity title. 

While many farmers would like to see the different program rates adjusted in one 
minor way or another, the overwhelming number of farmers in my district believe 
the current structure of commodity programs that we approved in 2002 — notwith- 
standing the rates which we will hear more about today — has the ability and poten- 
tial to provide the all important safety net for agriculture that this Committee 
strives to provide. 

I am concerned that major changes to the structure of commodity programs, will 
cause confusion and complication for producers who already must expend a great 
deal of time and effort to participate in USDA programs. 

I am also concerned with many of the proposals for the commodity title advocated 
by USDA in the Administration’s farm bill draft. While the program rates cited in 
that document may provide an adequate safety net during years when prices are 
good, I have serious concerns about what would happen to many farmers across our 
nation in times of lower prices. Without an adequate safety net during tough years, 
we cannot count on the safe, affordable, abundant food supply that our farmers pro- 
vide for us three times a day. 

Finally, Mr. Chairman, I’d like to also express my support for programs — through 
the commodity title and elsewhere — to help young and beginning farmers make ag- 
riculture a viable career option. Farmers are an aging population, and we will be 
in serious trouble down the road if more young people aren’t able to get into farm- 
ing. 

Thank you again Chairman Etheridge and Ranking Member Moran. I look for- 
ward to the testimony of our witnesses. 


Prepared Statement of Hon. Randy Neugebauer, a Representative in 
Congress From Texas 

I appreciate Chairman Etheridge and Ranking Member Moran calling today’s 
hearing and thank the witnesses representing their fellow producers for their testi- 
mony. 

This Subcommittee has the responsibility for crafting the title of the farm bill that 
farmers in our districts are likely paying the most attention to. It has a direct im- 
pact on them, and they are looking to us to get this right. Producer organizations 
have clearly put a lot of work into their proposals, and input from producers is most 
important to me in this farm bill process. 

Based on what I’m hearing from farmers in my district, the 2002 Farm Bill has 
been successful. The current farm bill provides us with a great starting point; we 
don’t have to start from scratch. At the same time, as we will hear today, a few 
tweaks and adjustments may help make the 2002 Farm Bill work even better. 

In addition to working well for producers, the 2002 Farm Bill has also saved tax- 
payer dollars. According to the Congressional Budget Office, the total costs for the 
commodity programs over the life of the bill are expected to come in $25 billion less 
than originally projected. For several commodities, demand is strong, and prices are 
good. For others, prices are not so high, and the farm bill safety net has kicked in. 

While a higher baseline may have made it easier to add new things to the farm 
bill or adjust programs, the baseline reflects that the 2002 Farm Bill has worked 
as it was intended to. We could have a much more difficult debate if we had to ex- 
plain to Members not on the Agriculture Committee why commodity programs cost 
more than projected. 

One option I think the Subcommittee should consider is improving coverage with- 
in crop insurance to help farmers better protect against disasters. I have legislation 
that allows producers to stack some of a supplemental group policy on top of their 
individual yield or revenue policy. USDA proposed supplemental insurance that 
would cover some or all of the farmer’s deductible if the county yield is lower than 
average. Farmers need a better option than uncertain and costly disaster assistance 
to help manage risks. 

While there will be differences among commodity groups as to how best write this 
farm bill, I encourage you, to the greatest extent possible, to work toward common 
ground. When agriculture can speak with a unified voice, all producers benefit in 
the long run. 
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I look forward to working with my colleagues on this Subcommittee on crafting 
a commodity title for the 2007 Farm Bill that continues to be a success for the farm- 
ers we represent. 

The Chairman. And with that, I would like to welcome our first 
panel to the table. Our first panelist is Mr. John Pucheu, Chair- 
man of the National Cotton Council, from California; second, Mr. 
Ken McCauley, President of the National Corn Growers Associa- 
tion, as has been indicated, from Kansas; Mr. Dan Gertson, Chair- 
man of the U.S. Rice Producers Association, from Texas; Mr. Rich- 
ard Ostlie, American Soybean Association, from North Dakota; Mr. 
Lance Russell, President of the Kansas Sunflower Commission, 
from Kansas; and Mr. John Thaemert, President of the National 
Association of Wheat Growers, from Kansas. I don’t know why in 
the world we couldn’t have gotten a couple more from Kansas, then 
we would have a full table. But gentlemen, welcome. 

Mr. Moran. Mr. Chairman, if you would allow me to intrude? We 
grow every crop that is represented at this panel today and I could 
never say that about rice, but we or the State of Kansas has ac- 
cepted a genetically modified rice, so every crop that is represented 
today is now grown in the 1st Congressional District in the State 
of Kansas. We are a diverse state. 

The Chairman. It is quite obvious we have changed Chairmen, 
but nothing has changed. 

Mr. Boustany. Mr. Chairman, does mean that we can send all 
our genetically modified rice to Kansas? 

The Chairman. I believe we better get on with the business at 
hand. Mr. Pucheu, you may begin. And please let me ask you, if 
you would, we have a light and we ask that you summarize your 
statement and it will be entered into the record, and keep it to 5 
minutes if you possibly can. Thank you. 

STATEMENT OF JOHN E. PUCHEU, jR., CHAIRMAN, NATIONAL 

COTTON COUNCIL OF AMERICA; PARTNER, PUCHEU 

BROTHERS RANCH, TRANQUILITY, CA 

Mr. Pucheu. Mr. Chairman, thank you for holding this hearing 
and allowing me to present the views of the National Cotton Coun- 
cil. My name is John Pucheu and I serve as Chairman of the Na- 
tional Cotton Council. My brother and I own and operate a diversi- 
fied farming operation in Tranquility, California. 

The Council’s leaders have reaffirmed our recommendation that 
new farm legislation be pattered after the basic provisions of the 
2002 Farm Bill. A marketing loan available on all production is the 
foundation of a sound farm policy. The combination of direct and 
counter-cyclical payments provides effect income support, especially 
in periods of low prices. We support planning flexibility so pro- 
ducers can respond to market signals. We oppose further reduc- 
tions in limitations on benefits or more restrictive eligibility re- 
quirements, and we urge continuation of the extra long stable cot- 
ton program. 

We recognize that cotton markets are changing. Adjustments in 
the administration of the cotton marketing loan are needed to 
maintain competitiveness. Recently, to prepare for the farm bill, we 
asked USDA to assist in a thorough review of all aspects of the cot- 
ton marketing loan. We also recommended changes to provide more 
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flexibility in the way loans are redeemed so U.S. cotton can be mar- 
keted even more efficiently. 

U.S. mill consumption will be less than 50 percent of the levels 
just 7 years ago. U.S. mills are competing with heavily subsidized 
imports without a safety net. In recent months, it has been empha- 
sized that the United States needs a robust and viable renewable 
fuels production base, protected by high tariffs and a significant 
tax credit. Downstream users of cotton products also need assist- 
ance. We recommend a modest, low-cost program for U.S. textile 
mills which would be offset by savings in other provisions of the 
cotton program. 

Mr. Chairman, I would like to make a few comments about the 
Administration’s farm bill proposal. We are pleased that it recog- 
nizes the importance of maintaining the structure of current law 
and that the marketing loan continues to operate without unwork- 
able limits. We are concerned by the proposal to implement a for- 
mula that would result in a sudden precipitous drop in the cotton 
loan rate, even though it is supposed to be offset by a significant 
increase in the direct payment. Unfortunately, replacing the mar- 
keting loan, which is available on actual production with a decou- 
pled payment based on ancient history, doesn’t offer adequate com- 
pensation. 

We are also concerned by the proposal to terminate the three-en- 
tity rule, which was viewed as a significant reform in 1989. If ter- 
mination of the three-entity rule could be paired with a sustainable 
increase in limits, it could simplify compliance. You and your col- 
leagues should also carefully consider how husband and wife eligi- 
bility is to be determined, and if the landowner exemption will con- 
tinue to apply, and what regulatory changes USDA would make to 
the definition of “actively engaged in farming.” 

We are especially concerned about the proposal to modify the ex- 
isting adjusted gross income test by dropping the level to $200,000 
for commodity programs, while apparently leaving the existing 
$ 2 V 2 million AGI test in place for conservation programs. The cur- 
rent test allows continued eligibility as long as the individual earns 
75 percent or more of their income from farming, ranching or for- 
estry. But this key proposal or provision is not in the Administra- 
tion’s proposal. The Administration cites statistics that only a 
small percentage of the recipients of a farm program payment have 
an AGI above the new limit. We think the important question is, 
is what percent of U.S. commodity production will be affected? For 
cotton, we believe it will be significant and we believe the new test 
will result in growers being eligible 1 year and out the next, mak- 
ing it very difficult to secure financing or make long-term plans. 

Mr. Chairman, cotton farmers continue to be deeply concerned 
about the efforts in the WTO Doha negotiation to isolate cotton and 
to squeeze even more concessions from the United States. The 
United States should not make additional concessions on domestic 
support until our market access objectives are met and exceeded. 

I will conclude with brief comments about our concerns with the 
sluggish U.S. cotton sales and the high levels of cotton underneath 
the loan. Why are U.S. exports lagging? First, the termination of 
Step two has hurt U.S. competitiveness; second, subsidies and 
trade restrictions by other countries are having significant impacts 
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on world cotton trade; and third, total export commitments to 
China are 78 percent below last year. The result is more cotton in 
the loan because of the lack of demand in some of our key export 
markets. We are concerned by the recent action of the Department 
to impose additional financial penalties on farmers who forfeit their 
cotton if the demand doesn’t rebound. It is imperative to find ways 
to ensure that U.S. cotton is competitive. Thank you for the oppor- 
tunity to testify today and I will be pleased to respond to your 
questions. Thank you. 

[The prepared statement of Mr. Pucheu follows:] 

Prepared Statement of John E. Pucheu, Jr., Chairman, National Cotton 

Council of America; Partner, Pucheu Brothers Ranch, Tranquility, CA 

The National Cotton Council is the central organization of the United States cot- 
ton industry. Its members include producers, ginners, cottonseed handlers, mer- 
chants, cooperatives, warehousemen and textile manufacturers. While a majority of 
the industry is concentrated in 17 cotton producing states, stretching from the Caro- 
linas to California, the downstream manufacturers of cotton apparel and home fur- 
nishings are located in Virtually every state. 

The industry and its suppliers, together with the cotton product manufacturers, 
account for more than 440,000 jobs in the U.S. [U.S. Census of Agriculture]. Annual 
cotton production is valued at more than $5 billion at the farm gate, the point at 
which the producer sells [Economic Services, NCC]. In addition to the cotton fiber, 
cottonseed products are used for livestock feed, and cottonseed oil is used for food 
products ranging from margarine to salad dressing. While cotton’s farm-gate value 
is significant, a more meaningful measure of cotton’s value to the U.S. economy is 
its retail value. Taken collectively, the annual business revenue generated by cotton 
and its products in the U.S. economy is estimated to be in excess of $120 billion 
[Retail Values of U.S. Agricultural Commodities, NCC]. 

Mr. Chairman, thank you for holding this hearing and for allowing me to present 
the views and concerns of the members of the National Cotton Council. My name 
is John Pucheu. I serve as Chairman of the National Cotton Council. My brother 
and I own and operate a diversified farming operation in Tranquillity, California — 
a part of the highly productive San Joaquin Valley. 

Mr. Chairman, the Council’s recent annual meeting was highly productive. In 
spite of numerous challenges, I am pleased that our leaders once again achieved 
consensus and reaffirmed our priorities for sound farm policy. Stated simply, we 
haven’t changed our opinion that new farm legislation should be patterned after the 
basic provisions of the 2002 Farm Bill. A marketing assistance loan that is available 
on all production is the foundation of sound farm policy. The combination of direct 
and counter-cyclical payments provides effective income support when needed 
most — in times of low prices. We also support maintenance of adequate planting 
flexibility to allow producers to respond to market signals. And while we are op- 
posed to payment limitations of any kind, we certainly oppose any change that re- 
duces existing limits or further restricts eligibility. 

While we believe the basic structure of our farm program provides an effective 
safety net, we also recognize that our markets are changing. There need to be ad- 
justments to the administration of the cotton marketing assistance loan to maintain 
competitiveness. Last August, we worked with USDA as they developed an exten- 
sive regulation that allows relocation of bales under loan to better position them to 
move to market. The regulations also capped the monthly storage charges paid by 
CCC and require warehouses to report performance on a weekly basis. Recently, we 
asked USDA to assist in a thorough review of the methodology used to establish 
loan premiums and discounts; whether location differentials make sense in a market 
that is approximately 75% exports; and whether the discovery of an accurate world 
price should use Far East rather than Northern Europe price quotations. We also 
recommend that the statute and the regulations be changed to provide more flexi- 
bility in the way loans are redeemed. We believe these changes can adequately pro- 
tect CCC’s collateral while allowing producers, cooperatives, and merchants to mar- 
ket U.S. cotton more effectively. 

Mr. Chairman, we also want to work with you and your colleagues to develop pro- 
visions which will assist our struggling domestic textile industry. According to 
USDA, domestic mill consumption of cotton is forecast at 5.0 million bales for 2006- 
2007 (Figure 1). This is 900,000 bales or 15% below levels of a year earlier. The 
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current projection means consumption will be less than 50% of levels just 7 years 
ago. It will be the lowest U.S. mill consumption since 1931-1932. Quoting from a 
USDA analyst’s report to the recent USDA Outlook Conference “. . . this dramatic 
decline in U.S. mill use has resulted from increased competition of imported textile 
and apparel products . . . China is now the leading supplier of cotton textile and 
apparel products to the U.S. — accounting for nearly 20% in 2005 and growing rap- 
idly.” while imports rise and domestic mill consumption declines, cotton use at re- 
tail actually increased to 23.6 million bale equivalents in 2006 and will continue to 
increase in 2007 and the foreseeable future. U.S. consumers continue to drive global 
demand for cotton — thanks in part to the U.S. producer and importer-funded pro- 
motion program operated by Cotton Incorporated. U.S. per capita consumption of 
cotton rose to 37.9 lbs in 2006. To place that in perspective, PCI Fibres places an- 
nual per capita cotton consumption in the developed economies of Western Europe 
and Japan at just over 16 lbs, and USDA is currently estimating that China’s con- 
sumers purchase only 5.5 lbs of cotton textile products annually. 



U.S. mills are competing with heavily subsidized imports without a safety net. In 
recent months, it has been stated and re-stated that the U.S. needs a robust and 
viable renewable fuels production base protected by a high tariff and significant tax 
credit. Mr. Chairman, we support that policy because it clearly benefits farmers and 
is in the interest of U.S. security. But downstream users of cotton products are not 
afforded the same high level of protection. That protection was, in fact, traded away 
during the Uruguay Round of trade negotiations. As a result, we need to provide 
compensation to our domestic customers — this country’s textile production base. We 
recommend competitiveness assistance to U.S. mills for every pound of cotton they 
consume. This modest program would have very low costs and could be offset by 
minor modifications to other aspects of the cotton program. 

Mr. Chairman, I want to also make a few comments about the Administration’s 
farm bill proposal. We are pleased that it recognizes the importance of maintaining 
the structure of current law. We also appreciate the recommendation that the mar- 
keting assistance loan continue to operate without onerous, unworkable limits. But 
it won’t surprise you to hear that we are deeply concerned by the proposal to imple- 
ment a loan rate formula that would result in a sudden, precipitous drop in the cot- 
ton loan rate. 

We understand that the proposal to significantly increase the direct payment is 
designed to compensate cotton producers for the lower loan — but it doesn’t do an 
adequate job. Replacing an important component of our policy that is available on 
actual production with a decoupled payment based on ancient history doesn’t offer 
adequate compensation — especially to growers in the Southeast and to new growers 
in places like Kansas and northern Texas. Cutting the loan rate and raising the di- 
rect payment may be considered good policy in Geneva, but in my opinion, it cer- 
tainly doesn’t meet the Secretary’s objective of equitable farm policy. 

We were also intrigued and disappointed by the proposal to terminate the three- 
entity rule, which has been in place since 1989 when it was viewed as a significant 
compromise. The intriguing part is the simultaneous increase of the limits on direct 
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payments, counter-cyclical payments and marketing loan gains. If we could be as- 
sured that the termination of the three-entity rule would be paired with the new 
limits — though they still disproportionately impact cotton, rice and peanuts — it 
might be worth considering as a means to simplify farmer’s compliance. However, 
the clear danger is that some will support the termination of the three-entity rule 
and insist that limits remain at current levels. You and your colleagues should also 
carefully consider how husband and wife eligibility is to be determined, if the land- 
owner exemption will continue to apply, and what regulatory changes USDA would 
make to the definition of actively engaged in farming. 

The Administration’s proposal to modify the existing adjusted gross income (AGI) 
test by dropping the level to $200,000 is a bad idea. It is bad policy and bad oper- 
ationally. Congress added a $2.5 million AGI test to the last farm bill in response 
to media criticism that high-income individuals — namely Scotty Pippin and Ted 
Turner — were receiving farm program payments. To ensure high-income individuals 
were denied benefits while not penalizing individuals who depend on farming, 
ranching or forestry for their livelihood, a 3 year AGI test was added to the 2002 
farm law. An important provision provides an exemption from the means test as 
long as the individual or entity earns 75% or more income from farming, ranching 
or forestry. The Administration apparently selected $200,000 as a new ceiling so 
they can say that less than 2% of Americans who file tax returns have an AGI at 
that level. The Administration also contends that 4.2% of recipients of farm program 
payments who filed a Schedule F in 2004 have an AGI above $200,000 and that only 
4.7% of all payments received by farm proprietors went to those with an AGI over 
$200,000. That is catchy spin, but dangerously misleading. The real question is 
what percent of U.S. commodity production will be affected. For cotton, we believe 
it will be very significant. 

This new AGI ceiling was not chosen with any regard to financial reality on com- 
mercial farms. Let’s be clear that a farmer’s AGI is not profit. There are still a num- 
ber of expenses that must be covered. In addition to personal expenses, farmers 
must service debt that, given the costs of today’s machinery and land, can easily 
reach into the millions. Furthermore, the proposal inexplicably eliminates the 75% 
exclusion for people who farm and ranch — indicating that the purpose behind the 
means test has changed from one targeted to exclude millionaires who happen to 
own a farm to one that specifically targets active farmers and ranchers. Oddly, the 
Administration left the $2.5 million AGI test in place to determine eligibility for 
conservation programs — which are the payments the aforementioned Mr. Pippin ac- 
tually received. The Administration’s proposal condemns growers and their lenders 
to the ping-pong effect of “in 1 year and out the next” which is directly at odds with 
the Secretary’s “equitable and predictable” criteria for the new farm law. Finally, 
in another interesting twist, the U.S. will receive no credit in the WTO for this type 
of a means test. 

We were also deeply disappointed by the Administration’s proposal to eliminate 
storage credits when prices are low. The practice of paying storage was put in place 
to ensure cotton was available at competitive prices, yet the Administration pro- 
poses eliminating the credits effective October 1, 2007, just as 2006 crop loans are 
maturing. This would result in significant market disruption and income losses to 
farmers by changing the existing rule during this marketing year. Inexplicably, the 
Administration proposed eliminating the credits in their FY08 budget proposal, but 
not in their farm bill proposal. 

Access to an affordable crop insurance program is an important tool for most 
farmers. However, given the continued inequities of coverage and service in different 
regions and for different crops, it is time for a thorough evaluation of the cost and 
benefits associated with the multi-peril crop insurance program. Also, the cotton in- 
dustry would be interested in exploring enhancements to crop insurance products 
that would offer protection on an individual’s deductible. The Administration in- 
cluded the concept of supplemental insurance coverage in their farm bill proposal, 
and many growers are interested in further analysis to identify an effective program 
that would help mitigate production risk. 

The National Cotton Council believes conservation programs will continue to be 
an important component of effective farm policy. The Conservation Reserve Pro- 
gram, Conservation Security Program and Environmental Quality Incentive Pro- 
gram are proven, valuable ways to promote sound, sustainable practices through 
voluntary, cost-share, incentive-based programs. However, they are not an effective 
substitute for the safety net provided by commodity programs. We must maintain 
an equitable balance in conservation and commodity spending for the development 
of new farm policy. Furthermore, we support eligibility provisions for conservation 
programs that are as consistent as possible with commodity eligibility provisions. 
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Continuation of an adequately funded export promotion program, including the 
Market Access Program (MAP) and Foreign Market Development (FMD) Program, 
are important in an export-dependant agricultural economy. It also is valuable to 
maintain a WTO-compliant export credit guarantee program. Individual farmers 
and exporters do not have the necessary resources to operate effective promotion 
programs which maintain and expand markets — but the public-private partnerships 
facilitated by the MAP and FMD programs, using a cost-share approach, have prov- 
en highly effective and have the added advantage of being WTO-compliant. 

Mr. chairman, cotton farmers continue to be disappointed by the very overt effort 
in the WTO Doha negotiations to isolate cotton to squeeze even more concessions 
from the U.S. The U.S. proposal on agriculture was ambitious and has not received 
an adequate response from the EU, the G20, or most significantly, China. The elimi- 
nation of the Step two program and the significant modification of the export credit 
guarantee program have also failed to elicit positive responses — despite the negative 
impact on U.S. cotton exports caused by these two changes. 

It sometimes seems that the WTO process is convincing other countries they can 
now dictate U.S. farm policy. Stunningly, an Argentine Government official recently 
derided the Secretary’s farm bill proposal, saying the Secretary’s proposal was mov- 
ing in the wrong direction and would not make them happy with respect to cotton. 
He obviously read the USDA press release accompanying their farm bill proposal 
that said direct payments for cotton would be increased by 65% and did not note 
the precipitous decline in the cotton loan rate. While the NCC does not like all as- 
pects of the Administration’s proposal, I, for one, do not want Congress writing U.S. 
farm policy to make Argentine ministers happy. And I trust that is not the goal of 
our trade negotiators. Our purpose should be to develop policy that is beneficial to 
U.S. farmers and ranchers while tailoring that policy to minimize trade-distorting 
elements. 

Further, despite the changes made in the U.S. cotton program and despite the 
very significant offer on domestic support tabled by the Administration, the WTO 
held another special session on cotton at the request of West African countries just 
weeks after the Doha round was restarted. While many of the presentations at that 
meeting were directed to developmental discussions, it is our understanding that de- 
veloping countries that produce cotton again ignored the efforts being made by the 
United States, both in trade policy and on the developmental front, and used the 
WTO session as a platform to attack the U.S. cotton program. These countries want 
elimination of the U.S. cotton program, and they want the WTO to pay them $400 
million in compensation. 

Mr. Chairman, I must stress again that the U.S. has responded over and over to 
requests for reform and to requests for assistance. The Step two program was termi- 
nated at the end of the 2005 marketing year, and the negative impacts are being 
felt by producers of the 2006 crop. Furthermore, the export credit guarantee pro- 
gram has undergone significant revision, and I have already mentioned the signifi- 
cant agricultural offer tabled by the United States. I have not, however, mentioned 
that the U.S. committed to end all export subsidies for cotton by the end of 2006 
and has complied with that promise even though we did not have to. 

The U.S. has also responded to the very real needs of African countries. Two of 
the four African countries that initially targeted U.S. cotton have submitted quali- 
fied proposals and received significant promises of assistance under the Administra- 
tion’s Millennium Challenge. According to the WTO’s table of assistance, Benin and 
Mali have received commitments from the U.S. totaling over $750,000,000. This 
level of assistance amounts to almost 20(i per pound on all cotton produced in these 
two countries, annually, over the next 6 years. This level of directed support actu- 
ally dwarfs the compensation being sought through the WTO. Sadly, however, U.S. 
officials have stated that these governments are devoting very little of these funds 
directly to the cotton sector. 

The U.S. is providing the means to assist cotton farmers in Benin and Mali, but 
their own governments are not taking full advantage of our generosity. Instead, they 
demand high-level cotton sessions in Geneva and continue to brow-beat the WTO 
looking for more and more inequitable concessions on cotton. 

Mr. Chairman, U.S. negotiators must send a clear signal that enough is enough. 
The U.S. should not continue to provide more concessions (often unilateral) while 
receiving virtually no positive indications from our trading partners that they will 
also move down the trade liberalization road. The strong stand by the U.S. in Gene- 
va last July was fully appropriate. Unfortunately, the U.S. seems to have been 
apologizing ever since. The U.S. must not make additional concessions on domestic 
support until our market access objectives are met and exceeded. The U.S. should 
not agree to a Doha result that effectively exempts China — the fastest growing econ- 
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omy in the world — from concessions. The U.S. should not make further inequitable 
concessions on cotton beyond those made in Hong Kong. 

The Secretary frequently cites the Brazil cotton case as evidence that the U.S. 
farm law must be changed in order to be unchallengeable. The truth is that U.S. 
farm law can always be challenged under current WTO rules and there are no con- 
crete signs that a new farm bill or a new Doha Agreement will change this. 

Mr. Chairman, I would like to make some brief comments about our concerns with 
sluggish U.S. cotton sales, high levels of cotton under loan and persistently low 
prices. Total export commitments to China for the 2006-2007 marketing year stand 
at only 1.5 million bales, down 5.2 million bales from last year’s number of 6.7 mil- 
lion bales. U.S. exports to other buyers in Asia are also off from last year’s pace, 
but to a lesser extent. At this point last year, other key Asian countries had pur- 
chased 2.1 million bales of U.S. cotton. In the current marketing year, they’ve com- 
mitted to 1.8 million bales, a drop of about 10%. 

It is the case that cotton still under loan is above the levels observed at this same 
time in past marketing years. As of mid-March, there were 11.3 million bales of the 
2006 crop of upland cotton still under loan. In recent years, cotton under loan in 
March averaged about 4.0 million bales. However, it is very important to note that 
6.5 million bales of the 2006 crop have already been redeemed from the marketing 
loan. This suggests that the loan is not the market of last resort and that cotton 
is not locked in the loan. Simply put, there is more cotton in the loan because of 
the lack of demand from key export markets. When demand improves, cotton will 
move out of the loan to satisfy that demand. 

Instead of assigning undue blame for the current market situation to the mar- 
keting loan, it is better to focus on the number of reasons why U.S. export sales 
have been lagging. First, as I previously mentioned, the loss of the Step two pro- 
gram has hurt the competitiveness of U.S. cotton. The U.S. has a smaller presence 
in the world market as a result of the loss of Step two. Second, subsidies, trade re- 
strictions, and other actions are having significant impacts on world cotton trade 
and prices — and frankly, are having a much greater impact than the remaining pro- 
visions of the U.S. cotton program. This second point is well supported by several 
statements made by USDA analysts in their report prepared for the recent USDA 
Outlook Conference. 

“A combination of moderately higher world production and sharply highly world 
consumption is reducing world stocks for the 2006-2007 season. Significant in- 
creases in production for China, India, Brazil and Turkey will more than offset 
reduced production in the United States, Australia, Greece and Syria.” 

“For India, both area and yields rose in 2006-2007 from the year before, as the 
ongoing adoption of genetically engineered Bt cotton continued transforming cot- 
ton authorization across the country. Since much of the Bt cotton planted in 
India is illegal, estimates of the extent of Bt adoption vary widely.” 

“Higher production is also expected in Pakistan in 2007-2008 as more normal 
weather and the spread of Bt cotton boosts yields. Commercial cultivation of Bt 
cotton is not legal in Pakistan, but has reportedly spread to several 100,000 hec- 
tares.” 

“Production in West Africa’s Franc Zone in 2007-2008 is likely to be about un- 
changed compared with the year before cotton prices were higher in U.S. dollar 
terms during the first half of marketing year 2006-2007, but for the Franc Zone, 
this was offset by the strength of the Euro versus the U.S. dollar. A rebounding 
EU economy drove the Euro eight percent higher with respect to the dollar, arid 
the CFA Franc is linked to the Euro.” 

“China imported a record 19.3 million bales in 2005-2006; however, imports for 
the first half of the current season have fallen well short of the year ago level. 
The primary factor slowing the pace of imports appears to be government-im- 
posed import quotas, which have been more restrictive thus far this season than 
last. In January 2007, the WTO TRQ of 894,000 tons (4.1 million bales) was re- 
leased; however, because a portion of the quota is reserved for state enterprises, 
it has not all been allocated to mills. ” 

“China has used a sliding scale import duty on non-WTO TRQ imports that at- 
tempts to assure a minimum import price to help support the domestic price for 
cotton.” 

“The apparent goal of the more restrictive import policies is to use domestic cot- 
ton first before allowing significant imports. The government imposed con- 
straints on imports have made it difficult to ascertain the underlying demand 
from the world’s largest cotton consumer, and importer; thus in turn, has re- 
sulted in unusual uncertainty for the world cotton market.” 
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“The [U.S.] cotton product trade deficit in 2006 expanded to a record 18.1 mil- 
lion bale equivalents, more than double the trade deficit of just 8 years ago. Dur- 
ing 2006, U.S. cotton textile and apparel imports reached the equivalent of 22.8 
million bales of raw cotton, four percent above 2005. In eontrast, cotton product 
exports decreased slightly to 4.7 million bale equivalents in 2006, and now ac- 
eount for 86 pereent of U.S. cotton mill use compared with 55 pereent in 2002.” 
“China’s extensive and complex system of import quotas and government cotton 
reserves has limited the eorrelation between price movements in China and the 
rest of the world in 2006-2007.” 

“Subsidies to cotton producers are also being put in place in China, and the Gov- 
ernment has frequently intervened in local markets, buying cotton for the govern- 
ment’s reserves.” 

Cotton Outlook, Vol. 85 No. 10 March 9, 2007 pg. 7 

“. . . Beijing has announced a subsidy for the purchase of good quality planting 
seed . . . this is part of an overall package for agrieulture valued at 8.87 billion 
Yuan ... a massive inerease of 48.6 percent over last year . . . for cotton, farm- 
ers in eight regions will benefit . . . the funds earmarked will be sufficient to 
pay the subsidy on 40 percent of prospective plantings.” 

Mr. Chairman, as previously noted, export markets account for approximately 
76% of total disappearance of TJ.S. cotton. Exports, and subsequently total use, can 
be highly variable, particularly within the marketing year (Figure 2). The industry 
recognizes the pressures that a highly-variable demand situation can place on the 
storage and distribution system. Through cooperation with USDA, the cotton indus- 
try is working to improve the flow and efficiency of the system to ensure that we 
remain the supplier of choice to the world cotton market. In a market environment 
with a high level of variability and uncertainty, I will reiterate the importance of 
the safety net provided by an effective farm program. The farm program provides 
the necessary stability to make the long-term investments that will keep the indus- 
try competitive and productive. 



I will conclude my testimony by apprising the Committee of the Council’s assess- 
ment of U.S. cotton acreage. In recent years, cotton acreage in the U.S. has fluc- 
tuated between 13.5 and 15.5 million acres as farmers have adjusted acreage based 
on agronomic practices and relative returns between cotton and competing crops. 
For this year, we fully expect that the surge in corn and soybean prices will cause 
producers to adjust their crop mix, and cotton acres will decline. The Council’s acre- 
age survey, conducted in late December and early January, reported cotton acreage 
intentions at 13.2 million acres — a 14% decline from last year’s level (Figure 3). Of 
course, since the time of the survey, corn and soybean prices have increased further, 
and the actual cotton acreage decline will likely be even greater. This year’s acreage 
adjustments are a clear indication that planting flexibility works and farmers are 
responding to market signals. 
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Figure 3. U.S. Cotton Area (Million Acres) 
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Mr. Chairman, thank you for the opportunity to testify today. I will be pleased 
to respond to your questions. 

The Chairman. Thank you. And Mr. McCauley, before you start, 
let me just acknowledge that the Chairman of the Committee has 
arrived. Mr. Peterson, thank you. Any comments you want to have 
before we 

Mr. Peterson. No. Carry on. 

The Chairman. Okay. Mr. McCauley. 

STATEMENT OF KEN McCAULEY, PRESIDENT, NATIONAL 

CORN GROWERS ASSOCIATION; CORN AND SOYBEAN 

FARMER, WHITE CLOUD, KS 

Mr. McCauley. Thank you, Mr. Chairman, Ranking Member 
Moran, and Members of this Subcommittee. On behalf of the Na- 
tional Corn Growers Association, I appreciate this opportunity to 
present our members’ recommendations for the 2007 Farm Bill 
commodity title. My name is Ken McCauley, President of the Na- 
tional Corn Growers Association. I farm in White Cloud, Kansas 
with my wife and son, producing corn and soybeans. The National 
Corn Growers Association represents more than 32,000 corn farm- 
ers from 48 states. NCGA also represents more than 300,000 farm- 
ers who contribute to the corn check off programs, and 26 affiliated 
state corn organizations across this Nation. 

First, it is important to note that NCGA has supported the 2002 
Farm Bill for the improvements it made to our nation’s agricultural 
policy. In short, the 2002 Farm Bill implemented the right policy 
for that time. Looking forward, though, today’s farm safety net is 
simply not designed to meet our producers’ long-term risk manage- 
ment needs, given the dynamic changes underway in U.S. agri- 
culture. NCGA has developed a proposal to reform our commodity 
program supports, change that would help ensure better protection 
against volatile commodity prices, significant crop losses, and 
would provide a permanent disaster assistance. 

Earlier this month, our delegates voted in strong support of 
“county-based revenue counter-cyclical program integrated with 
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Federal crop insurance for corn and potentially other commodities.” 
Extending the current farm bill would do nothing to address the 
flaws that NCGA has noted since the summer of 2002. Too many 
farmers have learned the hard way that today’s farm supports may 
be effective when market prices are low, but when yields are low, 
the income protection has been less than adequate. 

Changes in the corn industry have created many new opportuni- 
ties for producers. Projected prices for corn and other major com- 
modities indicate that current Marketing Loan Assistance Program 
and Counter-Cyclical Program will provide, at best, minimal sup- 
port over the next 5 years. NCCA’s proposal reflects the views that 
the time has arrived to adopt fundamental changes in our pro- 
grams. The Congress has a unique opportunity to consider major 
reforms at a time when prices are strong for most crops and ex- 
ports are expected to reach a record $77 billion in 2007. And 
thanks to continued support from the Congress, renewable energy 
from homegrown crops can now play a much larger role in enhanc- 
ing the country’s energy security. 

NCGA proposes replacing the existing Marketing Loan Program 
and nonrecourse Marketing Loan Program with programs that 
would provide more cost-effective risk management tools. Rather 
than low target prices, the new Marketing Loan Program, or 
RCCP, would make payments when a county’s actual crop revenue 
is less than the expected revenue. In most years, RCCP payments 
would be triggered by the same thing, crop losses that lead to the 
great majority of crop insurance indemnity payments. The RCCP 
would be integrated with Federal crop insurance to minimize over- 
lapping coverage and to ensure a more effective, cost-efficient farm 
safety net. With insurance companies only paying for losses not 
covered by the RCCP, the indemnities paid to farmers would be re- 
duced, enabling them to provide individual revenue insurance at 
higher coverage levels. Our analysis indicates that the voluntary 
paid premiums of buy-up revenue insurance policies should drop 
significantly. Another advantage to this approach is that it would 
provide a standing disaster program by automatically providing 
payments to all farmers in counties that suffer low crop revenue, 
thus saving almost $1.8 billion annually on ad hoc disaster aid. 

The final component of NCGA’s proposal is to change the non- 
recourse loan to a recourse loan program, a reform that would sig- 
nificantly increase the market orientation of U.S. farm policy. A re- 
course loan would continue to give producers harvest time liquidity, 
which increases their ability to market their crop at a more profit- 
able time. NCGA believes that the time is right for introducing 
these reforms and urges Congress to provide the necessary re- 
sources to take advantage of this opportunity. Integration of the 
RCCP with Federal crop insurance creates efficiencies in delivering 
individual revenue protection policies. At a 95 percent expected 
county revenue trigger and a 2 year transition period, this new 
safety net is projected to add no more than $500 million to the 
CBO’s March baseline. NCGA recommends a cap on prices used to 
determine county trigger revenues and proposes to set projected 
crop prices using a straight 3 year average of the revenue insur- 
ance prices. At these levels of protection, we are confident of our 
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proposal’s potential for long-term savings and promise as a supe- 
rior farm safety net. 

Mr. Chairman, NCGA stands ready to work with you as you 
begin crafting a new farm bill. Our growers appreciate the difficult 
task before you and your continued support of our industry. I 
thank you again for this opportunity to discuss our goals and prior- 
ities and look forward to any questions you might have. Thank you. 
[The prepared statement of Mr. McCauley follows:] 

Prepared Statement of Ken McCauley, President, National Corn Growers 
Association; Corn and Soybean Farmer, White Cloud, KS 

Mr. Chairman, Ranking Member Moran and Members of the Subcommittee, on 
behalf of the National Corn Growers Association (NCGA), I appreciate this oppor- 
tunity to present for your consideration our members’ views and recommendations 
for the 2007 Farm Bill commodity title. 

My name is Ken McCauley, President of NCGA. I am from White Cloud, Kansas 
and farm with my wife and son producing corn and soybeans. 

The National Corn Growers Association represents more than 32,000 corn farmers 
from 48 states. NCGA also represents more than 300,000 farmers who contribute 
to corn check off programs and 26 affiliated state corn organizations across the na- 
tion for the purpose of creating new opportunities and markets for corn growers. As 
we celebrate our 50th anniversary, our members are mindful of their predecessors’ 
forward looking planning, their accomplishments and the value they placed on 
NCGA being a grassroots organization. That heritage as a grassroots organization 
remains very much alive and is reflected in the farm bill proposal that we bring 
forward today. 

First, it is important to note that NCGA has recognized and supported the 2002 
Farm Bill for the improvements it made to our nation’s agricultural policy, particu- 
larly the strengthening of the farm safety net. The introduction of a new counter- 
cyclical payment program with an option for producers to update their base yields 
marked a positive step toward delivering more targeted and timely assistance to 
producers during periods of low prices. Combined with the marketing assistance 
loan program, most producers have been in a much better position for long term 
planning, including investments in ethanol production and producer owned value 
added business opportunities. In short, the 2002 Farm Bill implemented the right 
policy for that time. 

Looking forward, though, today’s farm safety net is simply not designed to meet 
our producers’ long term risk management needs given the dynamic changes under- 
way in U.S. agriculture, and particularly in the corn industry. Following 2 years of 
study, cost analysis and considerable input from our state associations, NCGA’s 
Public Policy Action Team developed a proposal to reform our commodity support 
programs; changes that would help ensure better protection against volatile com- 
modity prices, significant crop losses, and would provide permanent disaster assist- 
ance. Earlier this month, our delegates voted in strong support of a “county based 
revenue counter-cyclical program integrated with Federal crop insurance for corn, 
and potentially other commodities.” NCGA’s proposal is designed to increase the 
market orientation of the commodity title, enhance the targeting of farm support so 
that payments arrive when farmers most need assistance and increase the efficiency 
with which taxpayer dollars are spent supporting agriculture. 

Although projections of higher commodity prices, alone, present a strong case for 
a revenue based farm program, it is producers’ experience with drought and other 
adverse weather conditions in isolated areas that have drawn our attention to what 
some economists have referred to as a hole in the current safety net. Under these 
circumstances, growers have been unable to fully benefit from higher market prices 
and cannot depend on counter-cyclical payments at a fixed target price to reduce 
the adverse impact of lost income. For those farmers who have experienced large 
crop losses or repetitive years of less severe or shallow losses during the recent 
years of record harvests and low prices, the combined support of marketing loan de- 
ficiency payments and counter-cyclical payments have provided insufficient income 
protection which has led to the need for recurring disaster assistance. Revenue pro- 
tection from Federal crop insurance protection can certainly soften the financial 
blow, but the premiums for these policies rise significantly at the higher levels of 
coverage. 

Most producers would agree that the commodity support programs in the 2002 
Farm Bill have served them well. Extending these programs, though, would do noth- 
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ing to address the flaws NCGA has noted since the summer of 2002 or the potential 
solutions we have recommended. Again, too many farmers have learned the hard 
way that today’s farm supports may be effective when the market price is low, but 
the income protection available when yields are low has proven to be less than ade- 
quate. A well designed revenue based program can deliver protection against low 
prices or low yields. 

As you well know, the changes in the corn industry, driven largely by a growing 
ethanol industry have created many new opportunities for producers, our rural com- 
munities and the many businesses that are critical to our success. Projected market 
prices for corn and other major commodities from both the Congressional Budget Of- 
fice (CBO) and the Food and Agricultural Policy Research Institute forecast that the 
current marketing loan assistance program and counter-cyclical program will pro- 
vide minimal, if any, meaningful support over the next 5 years. The CBO, in fact, 
has scored the level of spending for loan deficiency payments ranging from $7 mil- 
lion in 2008 to just $30 million in 2012. A very similar level of outlays is forecast 
for counter-cyclical payments. These projections, along with the expansion of planted 
acres for corn, have reinforced the need for NCGA and affiliated state associations 
to investigate an alternative safety net that enables producers to better manage 
their risks. 

NCGA’s commodity title proposal reflects the view that the time has arrived to 
adopt fundamental changes in our programs that would strengthen our competitive- 
ness and enhance the long term viability of U.S. farmers. The United States Con- 
gress has a unique opportunity to consider major reforms at a time when prices are 
strong for most crops and exports are expected to reach a record $77 billion in 2007. 
Equally impressive is that U.S. agriculture can celebrate the lowest debt-to-asset 
ratio in recorded history, approximately 11 percent for 2006. And thanks to contin- 
ued support from the Congress, renewable energy from home grown crops are now 
playing a much larger role in enhancing the country’s energy security. 

To provide a better safety net for producers, NCGA proposes replacing the exist- 
ing counter-cyclical program, loan deficiency payments and the nonrecourse mar- 
keting loan program with programs that would provide more comprehensive and 
cost effective risk management tools. Direct payments would continue to provide a 
foundation of support. Rather than target low prices, the new Revenue Counter-Cy- 
clical Program would make payments when a county’s realized crop revenue is less 
than a crop’s trigger revenue. When the actual per-acre revenue falls below the per- 
acre trigger revenue, producers would be compensated for the difference. I need to 
emphasize that a farm’s total payment would equal the per-acre payment multiplied 
by planted acres rather than base acres as is the case with today’s price triggered 
program. This county based program is very similar to Group Risk Income Protec- 
tion (GRIP), a product currently offered through the Federal crop insurance pro- 
gram. Similar to GRIP, the proposed RCCP trigger revenue for a county would 
equal the product of RCCP coverage level, the expected county yield and the pro- 
jected price level. The harvest price and a crop’s actual county yield reported by 
NASS (National Agricultural Statistic Service) would determine the actual county 
revenue. However, RCCP would not include a Harvest Revenue Option which can 
increase payments if the harvest price is greater than the projected price. 

In most years, RCCP payments would be triggered by the same events that lead 
to the great majority of crop insurance indemnity pa 3 Tnents: droughts, excessive or 
inadequate heat, excessive rain, or widespread disease related losses. Hail, wind 
damage or local flooding may also cause losses at the farm level, but not enough 
toward county losses to trigger RCCP payments. NCGA recognizes the potential for 
overlapping coverage with RCCP and crop insurance. Consequently, NCGA proposes 
to integrate RCCP payments with the Federal crop insurance program to create a 
more effective and cost efficient farm safety net. 

The integration of these core programs would provide a first line of revenue pro- 
tection, reducing price risk and widespread production risk now borne by private in- 
surance companies. By making sure the companies only pay for losses not covered 
by the RCCP, the indemnities that insurance providers pay farmers would be sig- 
nificantly reduced enabling them to provide individual revenue insurance at higher 
coverage levels. Analysis provided to NCGA indicates that the farmer paid pre- 
miums of buy-up revenue insurance policies would drop significantly through the re- 
rating of insurance products by the Risk Management Agency. 

Integration of RCCP and crop insurance would establish a floor under farm rev- 
enue. In some years, though, farmers could receive RCCP payments when farm level 
crop losses are not severe enough to trigger insurance payments. In this situation, 
farm revenue would remain above the floor level. There could also be years farmers 
sustain farm level losses, yet would not receive any RCCP payments. Individual in- 
surance would cover their losses and farm revenue would be brought up to the floor 
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level. Participation in the crop insurance program would remain voluntary leaving 
the choice to producers to supplement the RCCP with insurance for farm level losses 
or accept the risk that the county level losses would not cover individual crop losses. 

The NCGA proposal through RCCP adopts an alternative approach that offers the 
advantage of providing savings for farmers wanting to purchase crop insurance 
while reducing the financial risks of the private insurance industry. We believe this 
change offers the potential of further strengthening the private-public partnership 
by making sure that most private insurance companies survive even through the 
heavy loss years. Another advantage to this direct approach is that it would provide 
a standing disaster program for farmers who grow program crops. Unlike the uncer- 
tainty and protracted delays that are now the norm for agriculture disaster assist- 
ance, RCCP would automatically provide payments to all farmers in counties that 
suffer low revenue. This change, alone, would help to ensure a more equitable and 
sensible delivery of aid than the antiquated crop disaster assistance formula which 
does little to fill the gaps in today’s farm safety net. 

The final component of NCGA’s proposal is to change the nonrecourse loan pro- 
gram to a recourse loan program, a reform that would significantly increase the 
market orientation of U.S. farm policy. A recourse loan would continue to give pro- 
ducers harvest time liquidity which increases their ability to market their crop at 
a more profitable time. Although the farmer’s last resort option to sell a crop to 
USDA would no longer be available, a recourse loan program would create incen- 
tives for producers to actively market their crop into the private sector. 

Recognizing the challenges before this Committee to write a commodity title 
under the current fiscal constraints, I now want to turn to the subject of funding. 
As I stated earlier, NCGA believes the time is right for introducing these proposed 
reforms and we urge the Congress to provide the necessary resources to take advan- 
tage of this opportunity. Specific to the projected outlays, this integration of a coun- 
ty revenue counter-cyclical program (RCCP) with Federal crop insurance extracts 
cost efficiencies from lowering the costs of delivering individual revenue protection 
policies and as well as spending offsets from replacing the current nonrecourse mar- 
keting loan program and the price triggered counter-cyclical program. In addition, 
a county based RCCP modeled after the Group Risk Income Protection insurance 
policy, provides producers permanent disaster assistance less costly than the ad hoc 
crop disaster aid programs that have averaged near $1.8 billion on an annual basis. 
Assuming a level of 75 percent buy up individual revenue insurance, a county rev- 
enue guarantee at a coverage level of 95 percent of projected price and a 2 year im- 
plementation delay of a 5 year farm bill, the annual cost of the NFSA is projected 
at approximately $500 million above baseline. To be prudent in the use of public 
funds, NCGA recommends implementation of a cap on projected prices used to de- 
termine trigger revenues. One option would be to base the cap on a multiplier of 
loan rates adjusted for basis and historical season average prices. To reduce the ef- 
fects of market volatility on the program and to provide greater predictability to pro- 
ducers, NCGA proposes to establish projected crop prices as the average of the cur- 
rent year’s revenue insurance price and the previous 2 year’s prices. Given the im- 
provements in the farm safety net that I have outlined and our confidence in the 
potential for long term savings, NCGA believes its proposal offers a viable policy al- 
ternative for your consideration. 

Mr. Chairman, NCGA stands ready to work with you and your colleagues in the 
weeks and months ahead as you begin crafting a new farm bill. Our growers appre- 
ciate the difficult task before you and your continued support of our industry. I 
thank you again for this opportunity to appear before this Subcommittee and dis- 
cuss our goals and priorities. 

The Chairman. Thank you, Mr. McCauley. Mr. Gertson. 

STATEMENT OF PETER D. “DAN” GERTSON, Jr., CHAIRMAN, 
U.S. RICE PRODUCERS ASSOCIATION; RICE FARMER, LISSIE, 
TX; ON BEHALF OF USA RICE FEDERATION 

Mr. Gertson. Thank you. Good morning, Chairman Etheridge, 
Ranking Member Moran, Mr. Peterson and Members of the Sub- 
committee. I am Dan Gertson, a rice farmer from Lissie, Texas. I 
am the Chairman of the U.S. Rice Producers Association. I have 
been farming rice for 50 years and I am blessed to have four sons, 
two son-in-laws and one grandson, who I have helped begin farm- 
ing as well. I am pleased to appear today on behalf of both the USA 
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Rice Federation and the U.S. Rice Producers Association. Our grain 
represents the grain that feeds half the world. It sustains life in 
half the population of the world. 

The rice industry strongly supports the continuation of the cur- 
rent farm program, with a three-prong safety net of a nonrecourse 
Marketing Loan Program, Direct Payment Program and Counter- 
Cyclical Program. These programs have worked as designed, to en- 
sure a safety net for producers. When prices increase, program ex- 
penditures decline because less support is needed. 

Rice program support levels: U.S. farm policy will have saved 
about $25 billion since passage of the 2002 Farm Bill. As a result, 
the commodity program budget baseline, according to the Congres- 
sional Budget Office, has gone down by about 43 percent since 
2002. At the same time, input and production costs for rice pro- 
ducers have gone up by more than 42 percent. Under current law, 
the loan rate for rice is set at a national average rate of $6.50 per 
hundredweight of rice. The loan rate for rice has remained un- 
changed since 1989. Since the enactment of the 2002 Farm Bill, the 
support provided by the rice loan compared to the variable cost of 
rice production has gone down by a whopping 33 percent. This rep- 
resents a greater and effective reduction in the support level for 
rice than for any other program cost since 2002 and is now lower 
than for any other program crop. The falling value of program sup- 
port in the face of rising production costs is why we are seeking 
a very modest increase in our rice loan rate from the current level 
of $6.50 per hundredweight to $7.50 per hundredweight. We are 
also seeking a 500 increase in the target price to $11 per hundred- 
weight. 

Loan rates by class: There are currently three distinct loan rates 
for rice by class that are set by USDA for each crop year. There 
is long grain, medium grain and short grain rice. The average of 
these three loan rates must equal the $6.50 per hundredweight na- 
tional average. There has been a differential between the loan 
rates for several classes of rice, even though the loan rate has been 
set at one single level for all rice in the farm bill. We believe that 
the rice loan rate should be set at the same level for all classes of 
rice, long, medium and short grain. We urge this Committee, as 
you draft the farm bill, to include language directing USDA to set 
the national loan rate for each class of rice at the same level as 
established by the farm bill, with the only adjustment continuing 
to be reflective of milling yields. There should be no further loan 
rate differentials by class or location. 

Adjusted world price calculation for rice: Many in the industry 
are also concerned with the current black box methodology and for- 
mula used by USDA in calculating the adjusted world price for 
rice. The adjusted world price largely determines the level of loan 
program benefits, if any, provided to the producers, based on the 
world price for rice. We believe by putting in place a transparent 
and verifiable formula and method for calculating the average 
world price for rice, producers and others in the industry will have 
a greater confidence in the process. We look forward to working 
with the Committee to include legislative language in the farm bill, 
and the industry consensus, to bring much needed transparency to 
this process. 
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U.S. Department of Agriculture proposal: It is unfortunate that 
many of the changes to the farm bill proposal developed by USDA, 
particularly in the commodity title, would weaken the safety net 
the farm bill is intended to provide. The proposal to set loan rates 
based on previous 5 year Olympic average prices and to include a 
loan rate cap, but not a floor, would be especially damaging. The 
proposed adjusted gross income rule would make U.S. farm policy 
unpredictable, inequitable, and punitive for American farm and 
ranch families, especially tenant and beginning farmers and ranch- 
ers. We urge you to oppose these provisions of the USDA farm bill 
proposal. 

The rice industry supports the continuation of the basic com- 
modity programs structure, with a modest improvements outlined 
above. I would be pleased to respond to any questions. 

[The prepared statement of Mr. Gertson follows:] 

Prepared Statement of Peter D. “Dan” Gertson, Jr., Chairman, U.S. Rice 

Producers Association; Rice Farmer, Lissie, TX; on Behalf of USA Rice 

Federation 

Introduction 

Good morning. Chairman Etheridge, Ranking Member Moran, and Members of 
the Subcommittee. 

I am Dan Gertson, a rice farmer from Lissie, Texas and the Chairman of the U.S. 
Rice Producers Association. I have been farming rice for 50 years, and I am blessed 
to have four sons and two sons-in-law who I have helped begin farming as well. 

I am pleased to appear today on behalf of both the USA Rice Federation and the 
U.S. Rice Producers Association. 

Mr. Chairman, we thank you for holding this hearing and for the opportunity to 
express our views on the farm bill. 

The U.S. rice industry supports maintaining an effective farm safety net that in- 
cludes the marketing assistance loan program, counter-cyclical and direct payments, 
and planting flexibility. 

Farm Bill Budget 

We would like to thank Chairman Peterson, Ranking Member Goodlatte and 
Members of the Agriculture Committee for the bipartisan effort they have made to 
obtain additional budget resources to help in developing the best farm policy pos- 
sible. We are well aware of the difficult budget situation we are facing, but also fully 
agree with the position taken by the Committee in its budget views and estimates 
letter sent to the House Budget Committee. 

The fact is that U.S. farm policy will have saved about $25 billion since passage 
of the 2002 Farm Bill. As a result, the commodity program budget baseline accord- 
ing to the Congressional Budget Office has fallen by about 43 percent since 2002. 
At the same time, input and production costs for rice producers has risen by more 
than 42 percent since 2002. As such, the Agriculture Committees should be given 
some credit for this savings and provided an additional budget allocation for main- 
taining a farm program safety net in the farm bill. 

We recognize the many competing interests that must be considered when assem- 
bling a farm bill. New needs have been identified since passage of the 2002 Farm 
Bill. However, the safety net we have today is still vitally important to farmers and 
rural America — as important as when the 2002 Farm Bill was written. 

Commodity Programs 

Overall, the rice industry strongly supports the continuation of the current farm 
programs within the commodity title of the farm bill. We believe the structure of 
the three-prong safety net of a nonrecourse marketing loan program, direct payment 
program and counter-cyclical program are working as designed to ensure a safety 
net for producers. When prices increase, program expenditures decline because less 
support is needed. This has resulted in the approximately $25 billion in actual and 
projected savings from the commodity programs over the course of the 2002 Farm 
Bill. 
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Payment Limitation Policies 

The U.S. rice industry opposes any further reduction in the payment limit levels 
provided under the current farm bill. We also oppose any government policies that 
attempt to “target” payments or apply a means test for agricultural production pay- 
ments. Payment limits have the negative effect of penalizing viable family farms the 
most when crop prices are the lowest and support is the most critical. To be a viable 
family farm, we must use economies of scale to justify the large capital investment 
costs associated with farming today. It is essential that rice producers maintain eli- 
gibility for all production to the nonrecourse loan program. Arbitrarily limiting pay- 
ments results in farm sizes too small to be economically viable, particularly for rice, 
cotton, and peanut farms across the Sunbelt. When the issue of payment limits is 
brought up, oftentimes opponents of production agriculture attempt to use mis- 
leading statistics taken out of context for the purpose of making their argument. 
Here are some key points that I know we are all probably aware of, but it’s impor- 
tant to be reminded of so that we see the real picture of production agriculture. 

Statistics skewed by “Rural Residenee Farms”: “Rural residence farms” as 
defined by USDA represent about % of the 2.1 million “farms” in this country. Ex- 
cluding these farms where farming is not the primary occupation of the family re- 
sults in a very different picture about the percentage of “farms” receiving farm pro- 
gram payments. The universe of farms actually producing this nation’s food and 
fiber is much smaller than 2.1 million. In fact, 38% of farms produce 92% of our 
food and fiber and receive 87% of farm program payments. 

While we support the overall structure of the current commodity programs, there 
are some rice specific legislative adjustments within the structure of the programs 
that are needed to address some issues that have arisen relative to rice. 

Rice Program Support Levels 

Within the current marketing loan program, the statutory loan rate for rice is set 
at a national average rate of $6.50 per hundredweight of rice (about 2.22 bushels). 
The loan rate for rice has remained unchanged since 1989. However, over that time 
period production costs and operating expenses have increased exponentially and 
continue to escalate. As a result, since the enactment of the 2002 Farm Bill the sup- 
port provided by the rice loan compared to the variable cost of rice production has 
fallen by a whopping 33 percent! In 2002 the rice loan rate represented about 150 
percent of the variable cost of producing rice. Today that same loan rate represents 
only about 100 percent of the variable cost of producing rice. This represents a 
greater effective reduction in the support level for rice than for any other program 
crop since 2002, and is now lower than for any other program crop. As such, we are 
seeking a very modest increase in our rice loan rate from the current level of $6.50/ 
cwt to $7.00/cwt. 

In the 2002 Farm Bill, when the target price and counter-cyclical payment system 
was established, the target price for rice was set at $10.50/cwt and remains at that 
level today. Again, due to the continued increase in production costs, we are seeking 
a $.50/cwt increase in the target price to $11.00/cwt. 

Loan Rates by Class 

The current statutory loan rate for rice is set at $6.50/cwt, but there are currently 
three distinct loan rates for rice by class that are set by USDA for each crop year: 
long grain, medium grain, and short grain. The average of these three loan rates 
must equal the $6.50/cwt national average set by current statute in the farm bill 
for rice. Over the course of the marketing loan program operation, there has been 
a differential between the loan rates for the several classes of rice, while the statu- 
tory loan rate has been set at one level for all rice. USDA has recently undertaken 
efforts to “rebalance” these loan rates by class. We have concerns with the approach 
being used by USDA in this process. After studying and analyzing the issue we be- 
lieve that the most appropriate course is to set the loan rate at the same level for 
all classes of rice — long, medium, and short grain. 

Analysis of the impact of the changes proposed by USDA suggests that the modi- 
fications would have a significant impact on the rice industry. At first glance, 
changes in class loan rates would appear to cancel each other out, assuming that 
the method to report adjusted world prices remains unchanged. If so, the result 
would basically be a transfer of loan support from long grain rice producers to pro- 
ducers of medium and short grain. 

However, these changes in payments could be large enough to generate a round 
of false market adjustments as producers shift acreage in response to the change 
in the program and markets react to the resulting larger medium and short grain 
supplies and smaller long grain supplies. In other words, this new “equilibrium” en- 
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visioned by USDA will not have been achieved without causing significant economic 
pain. 

Arriving at a new “equilibrium” between long and medium/short grain loan rates 
will likely entail significant adjustments along regional lines. Within the long grain 
sector, the higher cost producers that are already operating at low rates of return 
would suffer the greatest burden. Losses in revenues would be concentrated in the 
areas where producers have the lowest ability to take advantage of changes in loan 
rates by shifting between varieties, such as Missouri, Mississippi, and Texas. Any 
gains in revenue would be concentrated in California where producers would receive 
a higher return on their existing production, and the potential to expand more prof- 
itable operations. 

The current method of setting loan rates by class has allowed for the orderly pro- 
duction and marketing of rice that has provided ample supplies to the market with- 
out generating excessive stocks in either the public or private sectors. Although do- 
mestic prices for medium grain varieties have over time appreciated at a rate much 
faster than long grain varieties, much of this increase reflects market forces unique 
to particular markets and even to particular medium grain varieties. 

Therefore, we urge this Committee as you draft the farm bill to include statutory 
language directing USDA to set the national loan rate for each class of rice at the 
same level as established by the farm bill, with the only adjustment continuing to 
be reflective of milling 3 delds. There should be no further loan rate differentials by 
class or location. 

Making such a change to an “all rice” loan rate would, based on the current rice 
loan rate of $6.50/cwt, result in a slight reduction in the long grain loan rate of 
$0.09/cwt compared to the 2007 crop loan rate and an increase in the medium grain 
loan rate of $0.30/cwt and an increase of $0.22/cwt for short grain. Of note, long 
grain rice accounts for approximately 80% of total rice production, and medium and 
short grain rice accounts for approximately 20% of total production on average. 

Adjusted World Price Calculation for Rice 

Many in the industry are also concerned with the current methodology and for- 
mula used by USDA in calculating the “adjusted world price” (AWP) for rice. The 
AWP is set and announced each week by USDA as part of the marketing loan pro- 
gram. The AWP largely determines the level of loan program benefits (if any) pro- 
vided to producers, based on the world prices for rice adjusted back to U.S. location 
and quality. 

The current process employed by USDA is essentially a “black box” approach that 
provides little, if any, transparency in the process. This method worked well overall 
for a number of years after the marketing loan program was first established. How- 
ever, over the course of the last few years, the AWP as announced by USDA has 
varied significantly at times from what was believed to be the true price relation- 
ships in the world market place. This has reduced U.S. competitiveness in the world 
market and diminished the producer safety net. 

To help address this issue, the industry is working to develop a more transparent 
formula that would be representative of the prices in the major world rice markets. 
Such an approach would work in principle similar to the method used for calcu- 
lating the AWP for cotton, which utilizes a rather specific formula calculation for 
certain markets. 

We believe by putting in place a transparent, verifiable formula and method for 
calculating the AWP for rice, producers and others in the industry will have greater 
confidence in the process. It should also help USDA to better calculate the AWP on 
a weekly basis. 

As the several industry producer, processor, and other organizations further de- 
fine and reach consensus on a proposal for a transparent method of calculating an 
AWP for rice, we look forward to working with the Committee to include legislative 
language in the farm bill to bring this much needed transparency to the process. 

USDA Proposal 

We have reviewed the farm bill Proposal developed by USDA and released in Jan- 
uary. While it is clear a great deal of effort went into developing the proposal, it 
is unfortunate that many of the proposed changes, particularly in the commodity 
title, would have the damaging effect of weakening and in some cases practically 
eliminating the safety net the farm bill is intended to provide. However, the USDA 
proposal does call for an additional $5.0 billion in funding for the farm bill over the 
next 10 years, which is a positive and necessary part of the farm bill development. 

Commodity Title 

It is important to note overall that USDA’s commodity program proposal rec- 
ommends maintaining the key components of the safety net — nonrecourse mar- 
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keting loan program, direct pajnnent program, and counter-cyclical program — al- 
though some of the changes within the programs are problematic, as described 
below. 

The proposal to set loan rates based on previous 5 year Olympic average prices 
and to include a loan rate cap but not a floor would be especially damaging. This 
would essentially remove any real safety net that the marketing loan program is 
intended to provide. If market prices for a certain commodity begin to decline and 
continue that downward trend for several years, the result could be a loan rate sig- 
nificantly below the current loan rate levels. Loan rates should be set in statute at 
the appropriate level to provide a basic safety net level and not be altered during 
the life of a farm bill. This level of certainty and predictability is necessary for pro- 
ducers to obtain production financing and make long-term planning decisions. 

Also, the proposal by USDA to modify the counter-cyclical program from a price- 
based trigger to a revenue-based trigger at the national level is also problematic for 
rice producers and the rice industry. Given the unique nature of rice production, we 
experience very little variation in yield or production, but can experience significant 
changes in market prices. Therefore, using market prices as the basis for counter- 
cyclical payments is important for our industry and something we continue to sup- 
port. We would note that the justification for this change — helping producers when 
they have production losses — is not even accomplished by the proposal because pro- 
ducers in an entire region could lose their crop and so long as other producers made 
their crop and prices were strong, no payment would be made. 

The current law adjusted gross income (AGI) provision prohibits commodity pro- 
gram pa 3 Tnents from being made to individuals with greater than a $2.5 million 
AGI, excluding those individuals who earn at least 75% of their income from farm- 
ing, ranching, or forestry. A major concern with the USDA proposal involves the re- 
duction of the AGI test to only $200,000, and the repeal of the farmer safe harbor 
for those whose income principally comes from farming, ranching, or forestry. 

We believe the idea of means testing for commodity programs in general is bad 
policy. A farm safety net — no matter how good it may be — is not worth anything 
to thousands of farm and ranch families if they cannot access it. The AGI proposal 
unfairly penalizes full time farmers who have diversified and expanded for purposes 
of achieving economies of scale in order to compete with foreign competitors that 
enjoy huge subsidies, tariffs, and questionable non-tariff barriers. This rule would 
injure U.S. farmers and ranchers as they fight to compete on a very lopsided global 
playing field. 

The proposed AGI rule would make U.S. farm policy unpredictable, inequitable, 
and punitive for American farm and ranch families, especially tenant and beginning 
farmers and ranchers, as well as lenders, landowners. Main Street businesses, and 
rural communities. 

This provision would also have serious consequences as it relates to rental agree- 
ments between landowners and producers. It would force landowners to cash rent 
their land rather than share production risks with their producer tenants. This will 
only hurt the “real producers” farming or ranching on the land. Large or wealthy 
landowners who are the apparent targets of this proposal will not suffer, but will 
simply cash rent their land to other producers who are likely eligible for program 
benefits. 

The proposed AGI rule also makes it difficult or impossible for lenders to measure 
with any certainty the future cash flow of farm and ranch families in order to make 
both short and long term lending decisions. Uncertain whether the producer will be 
eligible for farm policy benefits, lenders — whether banks, farm credit system institu- 
tions, equipment dealers, or others offering business credit — will be unable to esti- 
mate producer cash flows with any level of certainty. 

It is understandable why this type of rule has not been proposed for conservation 
programs under the farm bill. Or under the JOBS Bill that helps U.S. manufactur- 
ers compete globally. Or for doctors under Medicare. They didn’t include this kind 
of a rule because it would have hurt the cause, not helped it. Similarly, farm and 
ranch families should not be means-tested out of farm policy based on their AGI be- 
cause this, too, would undermine a fundamental purpose of farm policy: the provi- 
sion of the safest, most abundant, most affordable food and fiber supply in the world 
to the American consumer. 

We urge you to oppose the above provisions of the USDA farm bill proposal due 
to the severe consequences that would result from any one or combination of them. 
America’s farm and ranch families are already facing enough uncertainty and dif- 
ficulty without unnecessarily weakening the safety net as proposed by USDA. 
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Conclusion 

Overall, the rice industry supports a continuation of the basic commodity pro- 
grams structure, with the changes referenced above as it relates to rice: (1) Mod- 
estly increase the program support levels for rice to a loan rate of $7.00/cwt and 
a target price of $11.00/cwt.; (2) Set loan rates for all classes of rice at the same 
level, with no differential by class or location; and (3) Develop and implement a 
more transparent formula for the calculation of the AWP for rice. 

We continue to believe that our current farm programs are a fiscally responsible 
approach to farm policy and provide a safety net when needed. They have resulted 
in $25 billion in savings from the estimated costs of the farm commodity programs 
of the 2002 Farm Bill. 

Furthermore, any unilateral reduction of the current programs and funding levels 
of the farm bill will result in the effective “unilateral disarmament” by the U.S. 
when it comes to World Trade Organization (WTO) negotiations that the Adminis- 
tration is continuing to pursue. Such action would effectively weaken our negoti- 
ating position with other countries. We certainly do not agree that the pending WTO 
negotiations should dictate or steer our domestic farm policy. Farm policy should be 
directed by what’s best for America’s farm and ranch families. 

Thank you again for the opportunity to testify and share our views with you as 
it relates to the commodity provisions of the farm bill and the Administration’s farm 
bill proposal. We look forward to working with this Subcommittee and the full Com- 
mittee in crafting the strongest farm policy possible to continue to provide an effec- 
tive safety net for American agriculture. 

I would be pleased to respond to any questions at the appropriate time. 

The Chairman. Thank you, sir. Mr. Ostlie, I understand that you 
and Mr. Russell will share your 5 minutes. Okay, you are recog- 
nized. Thank you, sir. 

STATEMENT OF RICHARD OSTLIE, PRESIDENT, AMERICAN 
SOYBEAN ASSOCIATION, NORTHWOOD, ND 

Mr. Ostlie. Good morning, Mr. Chairman, Mr. Peterson, and 
Members of the Subcommittee. I am Rick Ostlie, a soybean farmer 
from Northwood, North Dakota and President of the American Soy- 
bean Association. The ASA appreciates the opportunity to present 
our views on the commodity title of the 2007 Farm Bill. 

Mr. Chairman, ASA previously testified on the 2007 Farm Bill 
before the full Committee in September of 2006. Our statement at 
that time was presented on behalf of the National Sunflower Asso- 
ciation and the U.S. Canola Association as well as ASA. I am 
pleased that Mr. Russell from NSA is able to join me here in re- 
stating our position today. 

Oilseed producer organizations support the basic structure of the 
2002 Farm Bill, with some minor adjustments. We believe the 
three-legged stool that includes a marketing loan, the Marketing 
Loan Program, direct payments, combined with crop insurance and 
disaster assistance, can provide an adequate safety net for farmers 
in years of low prices and reduced production. 

I say can because the 2002 Farm Bill establishes target price and 
marketing loan rates for oilseeds at levels that do not provide an 
adequate safety net for producers of these crops. They are out of 
balance with the supports provided to other program commodities. 
The soybean target price of $5.80 per bushel triggers counter-cycli- 
cal payments only when seasonal average prices fall below $5.36. 
The difference reflects the soybean direct payment of 440. We be- 
lieve that $5.36 per bushel is inadequate in protecting soybean pro- 
ducer income. Prices never fell below the $5.36 level during the 
past 4 years under the current farm bill. Even if they had, counter- 
cyclical payments are made on only a fraction of actual production. 
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They are based on 85 percent of a formula that in many cases uses 
outdated yields from the early 1980s. This safety net is too low to 
be meaningful to oilseed producers. 

Our proposal is to adjust target prices for all program crops to 
a minimum of 130 percent of the Olympic average of season aver- 
age prices in 2000 to 2004. This period was selected because it in- 
cludes years of both lower prices and higher prices for most com- 
modities. The 130 percent level was selected because it would in- 
crease income support for all crops except cotton and rice. Since 
target prices for these crops under the 2002 Farm Bill are already 
higher than 130 percent, they would not be affected under our pro- 
posal. 

At 130 percent, the soybean target price would increase from 
$5.80 to $6.85 per bushel. Subtracting the 440 direct payment, the 
average effective target price would be $6.41. The target price for 
canola, sunflower and other so-called minor oilseeds would increase 
from $10.71 to $14.61 per hundredweight. Considering the target 
prices for other program crops, we consider these to be adequate 
and reasonable levels of income support for oilseed producers. 

Our proposal would also adjust marketing loan rates to a min- 
imum of 95 percent of the 5 year Olympic average. These adjust- 
ments would only marginally affect soybeans. The increase would 
be only l0, from $5 to $5.01 per bushel. However, as Mr. Russell 
will make clear, marketing loan rates must reflect the market 
value of commodities. If they are out of sync with each other, plant- 
ing decisions can be distorted in years when prices at harvest are 
expected to be near or below loan levels. Some current loan rates 
do not reflect recent market price relationships between crops, and 
they must be adjusted. 

Mr. Chairman, attached to my written statement is a table show- 
ing current and proposed marketing loan rates and target prices 
for all program crops. Also attached are tables showing the cost of 
these adjustments for individual commodities, and a table showing 
the overall cost for all target price and loan rate adjustments of 
about $900 million per year. 

We understand the Subcommittee has limited resources to ac- 
commodate this and any changes in the commodity title in the 
2002 Farm Bill. However, we strongly believe our proposal is the 
best way to correct major deficiencies in the Act. We also strongly 
support making additional resources available from outside the 
commodity title to make these changes. However, if they are not 
made available, we encourage you to consider ways to make these 
adjustments using resources within the commodity title. Thank you 
very much. 

[The prepared statement of Mr. Ostlie follows:] 

Prepared Statement of Richard Ostlie, President, American Soybean 
Association, Northwood, ND 

Good morning, Mr. Chairman and Members of the Subcommittee. I am Rick 
Ostlie, a soybean farmer from Northwood, North Dakota, and President of the 
American Soybean Association. ASA appreciates the opportunity to present our 
views on the commodity title of the 2007 Farm Bill. 

Mr. Chairman, ASA previously testified on the 2007 Farm Bill before the full 
Committee in September 2006. Our statement at that time was presented on behalf 
of the National Sunflower Association and the U.S. Canola Association as well as 
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ASA. I am pleased that Mr. Russell from the NSA is able to join me in restating 
our position today. 

Oilseed producer organizations support the basic structure of the 2002 Farm Bill, 
with some minor adjustments. We believe the “three-legged stool” that includes the 
marketing loan, the counter-cyclical program, and direct payments, combined with 
crop insurance and disaster assistance, can provide an adequate safety net for farm- 
ers in years of low prices and reduced production. 

I say “can” because the 2002 Farm Bill established target prices and marketing 
loan rates for oilseeds at levels that do not provide an adequate safety net for pro- 
ducers of these crops and are out of balance with the support provided to other pro- 
gram commodities. The soybean target price of $5.80 per bushel triggers counter- 
cyclical payments only when season average soybean prices fall below $5.36. The 
difference reflects the soybean direct payment of $0.44. We believe that $5.36 per 
bushel is inadequate in protecting soybean producer income. Prices never fell below 
$5.36 during the past 4 years under the current farm bill. Even if they had, counter- 
cyclical payments are made on only a fraction of actual production — they are based 
on 85% of a formula that in many cases uses antiquated payment 3 delds from the 
early 1980’s. This safety net is too low to be meanin^ul to oilseed producers. 

Our proposal is to adjust target prices for all program crops to a minimum of 
130% of the Olympic average of season average prices in 2000-2004. This period 
was selected because it includes years of both lower prices and higher prices for 
most commodities. The 130% level was selected because it would increase income 
support for all crops except cotton and rice. Since target prices for these crops under 
the 2002 Farm Bill are higher than 130%, they would not be affected under our pro- 
posal. 

At 130%, the soybean target price would be increased from $5.80 to $6.85 per 
bushel. Subtracting the $0.44 direct payment, the effective target price would be 
$6.41. The target price for canola, sunflower and other so-called minor oilseeds 
would increase from $10.71 to $14.61 per hundredweight. Considering the target 
prices for other program crops, we consider these to be adequate and reasonable lev- 
els of income support for oilseed producers. 

Our proposal would also adjust marketing loan rates to a minimum of 95% of the 
same 5 year Olympic price average. These adjustments would only marginally affect 
soybeans — the increase would only be 1(2, from $5.00 to $5.01 per bushel. However, 
as Mr. Russell will make clear, marketing loan rates must reflect the market value 
of commodities. If they are out of sync with each other, planting decisions can be 
distorted in years when prices at harvest are expected to be near or below loan lev- 
els. Some current loan rates do not reflect recent market price relationships between 
crops, and they must be adjusted. 

Mr. Chairman, attached to my written statement is a table showing current and 
proposed marketing loan rates and target prices for all pro^am crops. Also attached 
are tables showing the cost of these adjustments for individual commodities, and a 
table showing the overall cost for all target price and loan rate adjustments of about 
$900 million per year. 

We understand the Subcommittee has limited resources to accommodate this or 
any other change to the commodity title in the 2002 Farm Bill. However, we strong- 
ly believe our proposal is the best way to correct major deficiencies in tbat Act. We 
also strongly support making additional resources available from outside the com- 
modity title to make these changes. However, if they are not made available, we 
encourage you to consider ways to make these adjustments using resources within 
the commodity title. 

Thank you very much. 

Richard Ostlie, 

President, American Soybean Association. 
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Overall Annual Average Change In Farm 
Program Costs: 



Baseline 

Marketing Loan Program: 


$ Million 

160 

Percent 

11% 

Countercyclical Program: 


$ Million 

741 

Percent 

51% 

Total: 


$ Million 

901 

Percent 

32% 


Change in Cost to Adjust Marketing Loans to 95% of 2000-2004 Olympic Ave. of Prices 



2008 

2009 

2010 

2011 

2012 

2013 


($ million) 

All Crops 

176 

158 

158 

156 

157 

156 

Soybean 

5 

5 

5 

6 

6 

6 

Corn 

34 

29 

29 

28 

31 

32 

Wheat 

66 

55 

50 

44 

40 

37 

Cotton 

0 

0 

0 

0 

0 

0 

Rice 

0 

0 

0 

0 

0 

0 

Barley 

36 

35 

36 

36 

37 

36 

Oats 

2 

2 

1 

1 

1 

1 

Peanuts 

24 

23 

26 

28 

27 

27 

Sorghum 

0 

0 

0 

0 

0 

0 

Minor Oilseeds 

10 

10 

11 

13 

14 

15 


Change in Cost of Counter-Cyclical Program to Adjust Target Prices to 130% of 2000-2004 
Olympic Average of Prices 



2008 

2009 

2010 

2011 

2012 

2013 


($ million) 

All Crops 

717 

689 

707 

749 

774 

809 

Soybean 

395 

400 

421 

468 

486 

520 

Corn 

108 

92 

90 

88 

93 

95 

Wheat 

82 

71 

66 

60 

56 

53 

Cotton 

0 

0 

0 

0 

0 

0 

Rice 

0 

0 

0 

0 

0 

0 

Barley 

45 

44 

46 

47 

50 

50 

Oats 

20 

18 

17 

17 

17 

17 

Peanuts 

40 

40 

40 

41 

41 

41 

Sorghum 

6 

5 

5 

5 

5 

4 

Minor Oilseeds 

21 

20 

21 

24 

26 
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Mr. OsTLiE. Mr. Russell? 

STATEMENT OF LANCE RUSSELL, PRESIDENT, KANSAS 
SUNFLOWER COMMISSION; MEMBER, BOARD OF 

DIRECTORS, NATIONAL SUNFLOWER ASSOCIATION; 

SUNFLOWER FARMER, HAYS, KS 

Mr. Russell. Good morning, Mr. Chairman, Mr. Peterson, and 
Mr. Moran. My name is Lance Russell. I am a sunflower farmer 
from Hays, Kansas and I run a diversifled farm, growing most of 
these crops. I am currently the President of the Kansas Sunflower 
Commission and therefore on the Board of Directors of the Na- 
tional Sunflower Association, and I want to thank you for the op- 
portunity to speak, even though I am in the red button right now. 
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Anyway, Mr. Chairman, the U.S. sunflower industry has gone 
through a difficult transition dating back to the late 1970s. At that 
time, we were seen as a Cinderella crop, with boundless potential 
for production and demand. In the 1980s, oilseed crops discovered 
how farm programs can impact production decisions. We lost acres 
to program crops and became dependent on export subsidies, and 
later on access to the farm program payments to survive. In the 
1990s, our industry took a bold move and decided to take control 
of our future by building superior oil characteristics into the entire 
sunflower crop. This was a challenging and costly effort involving 
producers, feed companies and processors, but we emerged with 
NuSun sunflowers. NuSun varieties have low linolenic oil profile, 
making them ideal for use in food products and food service appli- 
cations that require a healthier oil with higher stability and longer 
shelf life. 

They also require partial hydrogenation in these applications. 
What that means is they contain no transfats and we know that 
“transfats” is the big buzz word right now. And following FDA’s de- 
cision to require transfats to be labeled on food products in 2006 
and actions or proposals to eliminate transfats in the food product 
and manufacturing industry, demand for NuSun sunflowers has ex- 
ploded. A number of major U.S. and Canadian food companies have 
switched their formulae to include NuSun in order to avoid 
transfats. Now, there is more demand for low saturated and stable 
oils coming from other users. This is an enormous opportunity for 
our industry, after 25 years of work, to find our place in the oils 
market and we don’t want to lose it. Moreover, if we are to meet 
the consumers’ demands for healthier oils, we must assure an ade- 
quate and stable supply of sunflower seed oil. 

Mr. Chairman, sunflower support levels under the current farm 
program present one of the biggest obstacles in our ability to re- 
spond to market demand. Our marketing loan rate of $9.30 per 
hundredweight is only 82 percent of the Olympic average of season 
average prices between 2000 and 2004. The loan rates for commod- 
ities that compete with sunflower are much higher. Soybean is 95 
percent; corn, 92; wheat, 86; and dry peas at 120 percent. As a re- 
sult, sunflower has lost 47 percent of our acreage since 1998 and 
1999, dropping from 3V2 million to 1.9 million acres, even as mar- 
ket demand has called for a major increase in sunflower produc- 
tion. 

Sunflower and other minor oilseeds were also discriminated 
against when target prices were established in the 2002 Farm Bill. 
The minor oilseed target price of $10.10 per hundredweight is 800 
higher than our $9.30 loan rate. But since our direct payment is 
also 800, the effective target price is still the same, at $9.30, iden- 
tical to the loan rate. There is no way counter-cyclical payments 
can be triggered for minor oilseed producers. 

Together with the other oilseed organizations, we strongly sup- 
port adjusting marketing loan rates to a minimum of 95 percent of 
the Olympic average of prices in 2000 to 2004, and target prices 
to a minimum of 130 percent of the same price average. It is abso- 
lutely critical that these adjustments be made in the 2007 Farm 
Bill if our industry is going to survive and be able to take advan- 
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tage of the opportunities that we have helped to create and which 
we have before us today. Thank you for your consideration. 

[The prepared statement of Mr. Russell follows:] 

Prepared Statement of Lance Russell, President, Kansas Sunflower 

Commission; Member, Board of Directors, National Sunflower Association; 

Sunflower Farmer, Hays, KS 

Good morning, Mr. Chairman and Members of the Subcommittee. I am Lance 
Russell, a sunflower farmer from Hayes, Kansas. I currently serve as President of 
the Kansas Sunflower Commission, and on the Board of Directors of the National 
Sunflower Association. Thank you for the opportunity to appear before you today. 

Mr. Chairman, the U.S. sunflower industry has gone through a difficult transition 
dating back to the late 1970’s. At that time, we were seen as a Cinderella crop, with 
boundless potential for production and demand. In the 1980’s, oilseed crops discov- 
ered how farm programs can impact production decisions. We lost acres to program 
crops, and became dependent on export subsidies and, on later access to farm pro- 
gram pajmients, to survive. 

In the 1990’s, our industry decided to take control of our future by building supe- 
rior oil characteristics into the entire sunflower crop. This was a challenging and 
costly effort involving producers, seed companies and processors, but we emerged 
with NuSun sunflower. NuSun varieties have a low linolenic oil profile, making 
them ideal for use in food products and food service applications that require a 
healthier oil with higher stability and longer shelf life. 

They also require no partial hydrogenation in these applications, meaning they 
contain no transfats. Following FDA’s decision to require transfats to be labeled on 
food products in 2006 and actions or proposals to eliminate transfats in the food 
product and manufacturing industry, demand for NuSun sunflower has exploded. A 
number of major U.S. and Canadian food companies have switched their formulas 
to include NuSun in order to avoid transfats. There is more demand for low satu- 
rated and stable oils coming from other users. This is an enormous opportunity for 
our industry, after 25 years of work, to find our place in the oils market — and we 
don’t want to loose it. Moreover, if we are to meet the consumers’ demands for 
healthy oils we must assure an adequate and stable supply of sunflower seed oil. 

Mr. Chairman, sunflower support levels under the current farm program rep- 
resent one of the biggest obstacles to our ability to respond to market demand. Our 
marketing loan rate of $9.30 per hundredweight is only 82 percent of the Olympic 
average of season average prices in 2000-2004. The loan rates for commodities that 
compete with sunflower are much higher: Soybeans is 95 percent; corn is 92 percent, 
wheat is 86 percent, and dry peas is 120 percent. As a result, sunflower has lost 
47 percent of our acreage since 1998-1999, dropping from 3.5 million to 1.9 million 
acres, even as market demand has called for a major increase in sunflower produc- 
tion. 


U. S. Sunflower Acreage 1986-2006 
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Sunflower and other minor oilseeds were also discriminated against when target 
prices were established in the 2002 Farm Bill. The minor oilseed target price of 
§10.10 per hundredweight is $0.80 higher than our $9.30 loan rate. But since our 
direct payment is also $0.80, the effective target price is $9.30 — identical to the loan 
rate. There is no way counter-cyclical payments can be triggered for minor oilseed 
producers. 

Together with the other oilseed organizations, we strongly support the adjusting 
marketing loan rates to a minimum of 95 percent of the Olympic average of prices 
in 2000-2004, and target prices to a minimum of 130 percent of the same price av- 
erage. It is absolutely critical that these adjustments be made in the 2007 Farm Bill 
if our industry is going to survive and be able to take advantage of the opportunities 
we have helped to create, and which we have before us today. 

Thank you for your consideration of our views. 

Lance Russell, 

President, Kansas Sunflower Commission; 

Board Member, National Sunflower Association. 
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Overall Annual Average Change In Farm 
Program Costs: 



Baseline 

Marketing Loan Program: 


$ Million 

160 

Percent 

11% 

Countercyclical Program: 


$ Million 

741 

Percent 

51% 

Total: 


$ Million 

901 

Percent 

32% 


Change in Cost to Adjust Marketing Loans to 95% of 2000-2004 Olympic Ave. of Prices 



2008 

2009 

2010 

2011 

2012 

2013 


($ million) 

All Crops 

176 

158 

158 

156 

157 

156 

Soybean 

5 

5 

5 

6 

6 

6 

Corn 

34 

29 

29 

28 

31 

32 

Wheat 

66 

55 

50 

44 

40 

37 

Cotton 

0 

0 

0 

0 

0 

0 

Rice 

0 

0 

0 

0 

0 

0 

Barley 

36 

35 

36 

36 

37 

36 

Oats 

2 

2 

1 

1 

1 

1 

Peanuts 

24 

23 

26 

28 

27 

27 

Sorghum 

0 

0 

0 

0 

0 

0 

Minor Oilseeds 

10 

10 

11 

13 

14 

15 


Change in Cost of Counter-Cyclical Program to Adjust Target Prices to 130% of 2000-2004 
Olympic Average of Prices 



2008 

2009 

2010 

2011 

2012 

2013 


($ million) 

All Crops 

717 

689 

707 

749 

774 

809 

Soybean 

395 

400 

421 

468 

486 

520 

Corn 

108 

92 

90 

88 

93 

95 

Wheat 

82 

71 

66 

60 

56 

53 

Cotton 

0 

0 

0 

0 

0 

0 

Rice 

0 

0 

0 

0 

0 

0 

Barley 

45 

44 

46 

47 

50 

50 

Oats 

20 

18 

17 

17 

17 

17 

Peanuts 

40 

40 

40 

41 

41 

41 

Sorghum 

6 

5 

5 

5 

5 

4 

Minor Oilseeds 

21 

20 

21 

24 

26 

29 


The Chairman. Thank you, Mr. Russell. Now we will hear from 
Mr. Thaemert. Please, sir, 5 minutes. And remember, fellows, your 
full statement is in the record and you will summarize it within 
the 5 minutes. Thank you. 

STATEMENT OF JOHN C. THAEMERT, PRESIDENT, NATIONAL 
ASSOCIATION OF WHEAT GROWERS; OWNER/OPERATOR, JT 
FARMS, INC., SYLVAN GROVE, KS 

Mr. Thaemert. Mr. Chairman and Members of the Sub- 
committee, my name is John Thaemert and I am a farmer from 
Sylvan Grove, Kansas, and I currently serve as President of the 
National Association of Wheat Growers. I would like to thank you 
for allowing me this opportunity to discuss how together we can 
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best address the needs of our Nation’s wheat producers in the 2007 
Farm Bill. 

Effective farm legislation is essential, not only for wheat growers, 
but also for rural economies as well as consumers both here and 
abroad. Farm programs were designed to cushion boom and bust 
cycles that are inherent to farming, and also to ensure a safe, af- 
fordable and abundant supply of food and fiber for the American 
people. The economic safety net provided by multi-year farm legis- 
lation is largely responsible for the food security our country en- 
joys, which in turn provides a variety of societal and economic ben- 
efits. People all over the world also benefit from a healthy U.S. ag- 
riculture sector through trade, technology developed with American 
research, and our extensive network of food aid. 

U.S. farm policy is also essential to continue agriculture’s strong 
legacy of conservation and stewardship. This is something that the 
wheat growers feel very, very strongly about. Our farmers and 
ranchers care for the vast majority of America’s land. Responsible 
growers treat the land well because they know that it is their most 
precious resource. Our Nation’s farm policy has the responsibility 
to help these men and women maintain and improve the natural 
resources they have cared for over, oftentimes, many generations. 

Agriculture is increasingly providing Americans the opportunity 
to get their fuel from the Midwest rather than an unstable Middle 
East. The Federal Government can help make this goal a reality 
in a variety of ways. The emerging biofuels industry, especially cel- 
lulosic ethanol, which is of particular interest to the National Asso- 
ciation of Wheat Growers, is an industry that could revolutionize 
and vitalize both our national and rural economies. These tech- 
nologies will be commercialized much more quickly and efficiently 
if farmers can remain on their operations and profitably produce 
the necessary crops and feed stocks. 

As for title I, the commodity title, the Food Security and Rural 
Investment Act of 2002 has some strong points, and the member- 
ship of the National Association of Wheat Growers believes that 
the 2007 legislation should build on these strengths. While wheat 
growers generally support the structure of the current policy, much 
of the safety net provided by the 2002 Bill has not been effective 
for wheat farmers due to the fact that the support levels, namely, 
the target price, were set too low. The 2007 Farm Bill has an op- 
portunity to correct these imbalances. 

The chart displayed in my written testimony clearly shows the 
inequities in the commodity safety net that wheat growers have 
dealt with over the term of the 2002 Bill. And I want to make this 
point quite clearly. Make no mistake about the fact that NAWG 
members understand the needs of producers of other crops and we 
certainly do not advocate a decrease in support for any crops. How- 
ever, wheat producers need an equitable increase in support to 
maintain their operations. As a result of this inequity, our mem- 
bers and our Board of Directors gave firm direction to our domestic 
policy committee and to our officers to address this issue. After 
many months of discussion and extensive analysis of various op- 
tions, including revenue-based programs, our Board adopted a pro- 
posal that increases the direct payment and target price to more 
accurately reflected increased cost of production. We therefore rec- 



36 


ommend to the Committee that the direct payment for wheat be in- 
creased to a $1.19 per bushel, along with a commensurate increase 
in the payment limit for fixed payments, and that the target price 
be increased to $5.29 per bushel, while maintaining the Market 
Loan Program as currently structured, a nonrecourse loan at $2.75 
per bushel. 

In addition to these changes in title I, NAWG opposes any type 
of means testing to establish eligibility for, or restrict participation 
in. Federal programs. NAWG supports the continuation of the 
three-entity provision of the 1996 FAIR Act, and separate identity 
rights for spouses actively engaged in farming. NAWG supports 
creating a separate market classification for hard white wheat. 

And the highlights of our position on titles II through X include 
extension of CRP for sensitive lands, utilizing certain CRP acreage 
for land eligible for CRP, or land eligible for CRP, for the purpose 
of planting and harvesting dedicated energy crops, including, but 
not limited to, switchgrass, and continued funding for research in 
mapping of the wheat genome, a complex project that offers huge 
potential. 

And at this point, I would like to refer to a magazine article that 
was in Farm Journal. I don’t know if you can see it there, but it 
says, “Farm Bill Disappoints Wheat.” This is what our members 
have been telling us for the last 4 or 5 years. But I want to quote 
a colleague of mine from Kansas and many of you may know him. 
Dr. Barry Flinchbaugh. In his plain spoken way he says, “Wheat 
has gotten the shaft in commodity programs.” I think it is impor- 
tant that we take this opportunity to right this inequity. 

In closing, I would also like to implore you about the need for 
disaster assistance for my members. This has been a struggle. We 
have been caught up in this for a number of months on this debate. 
We have gone through anywhere from 5 to 10 years of drought and 
that really hampers a person’s ability to pay loans. In closing, the 
members of the National Association of l^^eat Growers are excited 
about this opportunity to make needed adjustments to the 2007 
Farm Bill and are ready to work with Congress and the Adminis- 
tration to produce legislation that will best serve all producers and 
consumers alike. And I thank you for this opportunity and I look 
forward to any questions you may have. 

[The prepared statement of Mr. Thaemert follows:] 

Prepared Statement of John C. Thaemert, President, National Association 
OF Wheat Growers; Owner/Operator, JT Farms, Inc., Sylvan Grove, KS 

Mr. Chairman, Members of the Subcommittee, my name is John Thaemert. I am 
a farmer from Sylvan Grove, Kan., and am currently serving as President of the Na- 
tional Association of Wheat Growers. I would like to thank you for allowing me to 
be here today to discuss the needs of wheat growers in the 2007 Farm Bill. 

As you are aware, effective farm legislation is essential, not only for wheat grow- 
ers, but also for rural economies and consumers all over the world. Farm programs 
were designed to cushion the boom and bust cycles that are inherent to agricultural 
production and to ensure a consistently safe, affordable and abundant supply of food 
and fiber for the American people. These programs provide stability to American ag- 
riculture, an industry that contributes to about 15 percent of our country’s gross do- 
mestic product. Because of these programs, American consumers also pay less for 
their food than citizens of any other developed country. 

The safety net provided by multi-year farm legislation is largely responsible for 
the food security our country enjoys, which has a variety of societal and economic 
benefits. Americans know that their food supply is the safest and most reliable in 
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the world, a knowledge that fulfills a basic human need and allows citizens to be 
productive. People all over the world also benefit from a healthy American agricul- 
tural sector through trade, technology developed with American research and our 
extensive network of food aid. 

Federal farm policy is also essential to continue agriculture’s legacy of land con- 
servation and stewardship. American farmers and ranchers care for the vast major- 
ity of America’s land, which they know intimately. Responsible growers treat the 
land well because they know it is their most precious resource. Federal farm legisla- 
tion has a responsibility to help these men and women maintain and improve the 
areas they and their ancestors have cared for over generations. 

Agriculture is also increasingly providing Americans the opportunity to get their 
fuel from the Midwest rather than the Middle East. The Federal Government can 
help make this goal a reality in a variety of ways, but, for the infant biofuels market 
to grow to maturity, it is essential for growers to stay on the land. Cellulosic ethanol 
and other renewable fuels that could revolutionize our energy economy cannot be 
commercialized if farmers are not on the ground to produce the necessary crops. 

As farm legislation, the Food Security and Rural Investment Act of 2002 has 
strong points, and the membership of the National Association of Wheat Growers 
believes that the next farm bill should build on these strengths. But, while wheat 
growers generally support current policy, much of the “safety net” provided by the 
2002 Bill has not been effective for wheat farmers. The 2007 Farm Bill needs to cor- 
rect these imbalances. 

The 2007 Farm Bill is also a chance to ensure conservation programs are appro- 
priately funded, to create incentive programs and provisions for the development of 
a renewable fuel sector and to provide for a wide variety of other important meas- 
ures to wheat growers. 

The members of National Association of Wheat Growers are excited about the op- 
portunities inherent in the farm bill process and are ready to work with Congress 
and the Administration to produce legislation that will serve all producers and all 
Americans. 

Commodity Programs 

The members of the National Association of Wheat Growers realize that the U.S. 
wheat industry is suffering from both lower net returns and lower levels of support 
than other program crops, as well as a lack of access to advanced genetic tech- 
nologies and stagnant demand. These challenges led to an industry-wide Wheat 
Summit in September 2006 that began with the goal of collaboration on issues rang- 
ing from domestic farm policy priorities and science and research to domestic utili- 
zation and exports. 

One of the most important elements of any plan to restore the wheat industry’s 
competitiveness is Federal farm policy that provides an equitable safety net for 
growers while allowing them to take production cues from the marketplace and 
while avoiding challenges based on our World Trade Organization obligations. Since 
2002, wheat growers have received little or no benefit from two key commodity com- 
ponents of the farm bill, the counter-cyclical program and loan deficiency payment 
program. Severe weather conditions for several consecutive years in many wheat 
states have led to significantly lower yields or total failure, and the loan program 
and the LDP are useless when you have no crop. The target price for the counter- 
cyclical program for wheat was also set considerably lower than market conditions 
indicated, which, combined with short crops due to disaster and, thus, higher prices, 
has led to very little support for wheat in the form of counter-cyclical payments. 
This safety net failure has hurt many wheat growers and has led to a continued 
decrease in wheat acres. 

The chart below clearly shows the inequities in the government-provided safety 
net to wheat growers over the term of the 2002 Farm Bill. While NAWG members 
understand the needs of producers of other crops and do not believe that their safety 
nets should be decreased, it is important for wheat growers to be in an equitable 
position relative to other program crops. 
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We, therefore, recommend to the Committee that the direct payment for wheat 
be increased to $1.19 per bushel and that the target price be increased to $5.29 per 
bushel, while maintaining the marketing loan program as currently structured. 

While we are aware that other agriculture organizations have expressed concern 
about the effects that the direct payment may have on rental rates, we believe that 
the direct pajunent does not cause any greater increase in rental rates or land val- 
ues than any other income. For instance. The Wall Street Journal reported on 
March 7 of this year that, “Farmland prices are soaring across the Midwest amid 
a surge in demand for corn driven by the ethanol boom.” We believe that higher 
crop prices and more demand for corn acres are the real causes of increases in land 
values and rental rates — not the direct payment. 

The decision of the NAWG Board of Directors to support the above proposal came 
about as a result of reviewing data on trends in the wheat industry including histor- 
ical prices, historical cost of production and historical yields as determined by 
USDA’s National Agricultural Statistics Service and USDA’s Economic Research 
Service. NAWG’s Domestic Policy Committee also obtained data from the Food and 
Agricultural Policy Research Institute and the Agricultural and Food Policy Center 
that helped determine what it would take to keep wheat growers on the farm. 
(These reports are available through NAWG or on the NAWG Website, 
WWW. wheatworld. org . ) 

According to USDA data, historical input costs for 2005 and 2006 — the most rep- 
resentative of forecast production costs over the term of the next farm bill — aver- 
aged $215.79 per acre.^ The average yield, on the other hand, has stayed around 
38 to 42 bushels.2 Using these numbers, the average cost to produce a bushel of 
wheat is around $5.29 while the average market price over the term of the 2002 
Farm Bill has been approximately $3.40 (2003-2005).^ 

While most wheat growers purchase crop insurance and rely on it heavily, afford- 
able coverage is typically limited to 65 to 70 percent of expected yield. Wheat grow- 
ers expressed concern, therefore, about ensuring that a safety net exists for the 
other 30 to 35 percent of the crop. By providing a safety net to wheat growers of 


^ Cost-of -production forecasts for U.S. major field crops, 2005-2006f Economic Research Serv- 

2 U.S. & All States Data — Wheat All, 1995-2006, USDA-NASS Quick Stats, National Agricul- 
tural Statistics Service, USDA. 

3 U.S. & All States Data — Wheat All, 2002-2006, USDA-NASS Quick Stats, National Agricul- 
tural Statistics Service, USDA. 
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$1.19 per bushel in the form of a direct payment, Federal farm policy can assure 
growers, their families and their bankers that they have a predictable and depend- 
able safety net. 

This proposal also took into consideration our current World Trade Organization 
obligations. This proposal is based on historical information and, in part, relies on 
a direct payment that is decoupled from current production. 

The benefits of this proposal echo Secretary of Agriculture Mike Johanns’ view of 
farm bill priorities, as stated publicly many times and specifically in an interview 
on Aug. 2, 2006: “. . . but it seems to me we should be talking about, how do we 
make our farm program predictable and beyond challenge and equitable for that 
matter?” 

NAWG members also support an increase in payment limits commensurate with 
the increase in the direct payment. While we understand this has been a very heat- 
ed issue in the past, we believe that we cannot use any types of means testing in 
the farm bill, especially since payment limit proposals in the past have always tar- 
geted the direct payment more than the counter-cyclical or loan payments. This is 
unfair to wheat producers, who rely most on the direct payment. 

In addition to these changes in the farm bill’s title I: 

• NAWG opposes any type of means testing to establish eligibility for or restrict 
participation in Federal farm programs. 

• NAWG supports the continuation of the three-entity provisions of the 1996 
FAIR Act and separate identity rights for spouses actively engaged in farming. 

• NAWG supports creating a separate market classification for Hard White 
Wheat. 

Conservation 

NAWG believes that all components of title II are important and that full and 
adequate funding for conservation programs should not come at the expense of full 
and adequate funding for commodity programs; the conservation title should not re- 
place the commodity title. NAWG further believes that participation in a conserva- 
tion program does not create a new right of public use and fully protects all other- 
wise applicable private property rights. 

NAWG makes the following recommendations for title II: 

Conservation Reserve Program (CRP) 

• CRP should be continued and renewed. 

• CRP should be limited to the most highly erodible soils. 

• CRP payments should reflect local rental rates. 

• Any wheat base acreage enrolled in CRP should be restored, but not updated, 
upon the expiration of the contract. 

• CRP acreage should be capped at 39.2 million acres. 

Conservation Security Program (CSP) 

• CSP should be fully funded and returned to its original purpose. 

• If CSP is not fully funded, the “priority watershed” concept should be imple- 
mented. 

• Choice of crop protection products should not qualify or disqualify producers 
from participating in CSP. 

Administration 

• NAWG does not support consolidating the conservation programs administered 
under the Department of Agriculture. However, NAWG believes that duplica- 
tion and competing administrative functions should be removed to provide a 
streamlined sign-up process for these conservation programs. Additionally, 
NAWG believes Natural Resources Conservation Service programs, like the 
Conservation Security Program, should be administered by the Farm Service 
Agency. 

Other 

• NAWG also opposes the proposed sod saver provision from the Administration 
that would make grassland (rangeland and native grasslands, not previously in 
crop production) acres that are converted into crop production permanently in- 
eligible for farm price, income support and other USDA program benefits. 

Trade and Food Aid 

NAWG supports fair and open trade of wheat throughout the world. Nearly half 
of U.S. wheat is exported and, since 95 percent of the world’s population lives out- 
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side of the United States, wheat growers recognize that expanded markets will like- 
ly be overseas. In addition, wheat growers continue to support food aid programs. 
However, our requests for title III cannot come at the expense of the commodity or 
conservation titles. 

To facilitate trade, the wheat industry: 

• supports funding of the Market Access Promotion (MAP) program at no less 
than $300 million annually. 

• supports the use of funding allocated to the Export Enhancement Program 
(EEP) to enhance U.S. wheat exports and market development programs until 
all export subsidies have been eliminated. 

• supports increased funding for CCC export credit programs. 

• supports funding of the Eoreign Market Development (EMD) program at no less 
than $55 million annually. 

• supports continued legislative authorization of the cooperator program as a line 
item in the CCC budget. 

• supports producer oversight of the allocation of cooperator program funds. 

In the area of food aid, the wheat industry: 

• opposes any attempt in the World Trade Organization (WTO), or in any other 
venues, to require that food aid be given as “cash only” instead of allowing 
donor nations to provide food directly as emergency and development assist- 
ance. 

• supports funding food aid programs at levels no less than the amounts needed 
to provide food donation levels of at least six million metric tons annually, of 
which three million metric tons should be wheat. 

• supports the original intent of the Bill Emerson Humanitarian Trust, that it 
provide direct food aid and should not be sold back into the U.S. domestic mar- 
ket. The wheat industry also supports the Emerson Trust being replenished in 
a timely manner. 

• believes that current programs administered by the U.S. Department of Agri- 
culture are effective and should remain under USDA management. 

• believes that, except in times of emergency, U.S. food aid programs should be 
comprised of U.S.-produced food. 

• opposes withholding of food aid for political purposes. 

Credit 

NAWG supports financing programs for beginning farmers. In addition, NAWG 
supports the continuation of and increased funding for the ESA guaranteed loan 
program. NAWG supports full funding for the ESA reduced interest loan program. 

Rural Development 

NAWG is supportive of rural development programs but strongly opposes the di- 
version of money from other areas of the farm bill for these efforts. 

Research 

NAWG supports funding for the mapping of the wheat genome and international 
triticae mapping initiatives. NAWG also supports funding for research into fusarium 
head blight and other wheat-related diseases and pests, as well as for other research 
initiatives that would benefit wheat growers. 

Energy 

NAWG supports utilizing Conservation Reserve Program (CRP) acreage, or land 
to be enrolled in CRP, for the purpose of planting and harvesting dedicated energy 
crops including, but not limited to, switchgrass. This should be carried out in a man- 
ner that maintains the environmental benefits that CRP is designed to achieve. 

NAWG also supports the Commodity Credit Corporation offsetting 40 percent of 
the cost of cellulosic feedstock for the first year of a cellulosic ethanol refinery’s life. 
A similar program intended for other types of biofuel, the CCC Bioenergy Program, 
expired in 2006, and should be reauthorized to support cellulosic ethanol feedstocks, 
including dedicated energy crops or agricultural/forestry residues. The program 
could be simplified to provide a per gallon payment rate, consider a payment limit 
per eligible entity and be terminated as cellulosic ethanol becomes commercially fea- 
sible. 

NAWG is highly supportive of programs to encourage the development of a viable 
renewable energy sector, but strongly opposes the diversion of money from other 
areas of the farm bill for these efforts. 
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Other Priorities 

NAWG supports creating a Hard White Wheat development project that would 
focus on achieving critical mass. U.S. Wheat Associates’ HWW Committee will draft 
a plan that includes a research component and an infrastructure development com- 
ponent. A draft concept paper is available at http: ! I www.wheatworld.org ! pdf ! 
Draft%20HWWDP%20(2).doc and will be updated as necessary. 

NAWG believes that a nationally-uniform regulatory structure for biotechnology 
regulation is essential to successfully utilizing this technology. Accordingly, we pro- 
pose amendments to the Grain Standards Act that would ensure a uniform, national 
regulatory structure. 

NAWG supports Federal pre-emption of state labeling requirements for biotech 
products to ensure that labeling is voluntary, consistent with U.S. law, consistent 
with international trade agreements, truthful and not misleading. 

Notes 

Both the NAWG Domestic Policy Committee and the NAWG Board of Directors 
began examining several farm bill proposals and options as early at April 2005 to 
ensure that the organization’s recommendations to Congress would provide the best 
possible safety net for wheat growers. 

Proposals that the NAWG Committee and Board examined included several rev- 
enue assurance-type programs, including options outlined by the American Soybean 
Association, the National Corn Growers Association, a NAWG Domestic Policy Com- 
mittee proposal, and most recently, program recommendations from the U.S. De- 
partment of Agriculture. 

While these programs continue to sound good in theory, after much analysis, we 
have determined that these programs just won’t work for wheat growers. Most are 
based on a 70 percent cap, and/or either a 3 year average or 5 year Olympic average 
income that is used to determine a producer’s “target” revenue. 

Wheat is grown mostly in areas of variable production that have experienced re- 
cent years of drought and other natural disasters, which brings a producer’s poten- 
tial target revenue much lower than it should be. That, combined with the possi- 
bility of only being able to cover 70 percent of revenue makes these programs a no- 
win situation for wheat growers. The recent proposal by the USDA uses the current 
(2002 Farm Bill) target price as the basis for figuring a target revenue. Wheat grow- 
ers have continued to state that the current target price is far below what market 
conditions indicated was necessary for a reliable safety net, so a new target revenue 
based on the same number is completely inadequate. A quick analysis of the current 
year situation shows that once again, wheat growers would not receive any safety 
net from the Department’s proposal. 

The Chairman. Thank you very much and I thank each of you 
for your testimony. The chair would like to remind Members that 
they will be recognized for questions in the order of seniority of the 
Members who were here at the start of the hearing. After that, 
Members will be recognized in the order that they arrived for the 
hearing. So I appreciate your understanding of that. We will ad- 
here to that. Mr. Moran and I agreed, though, that if the Chairman 
and Ranking Member show up, that sort of will take precedence 
over the rest of us. So with that, I will recognize the Chairman of 
the Committee, Mr. Peterson, for the first questions. 

Mr. Peterson. I thank the Chairman, and I want to thank him, 
the Ranking Member, and the other Members of the Committee for 
the outstanding job they are doing and the leadership in getting 
more information pulled together. I just got back from speaking at 
the National Cattlemen’s. I got delayed because the President was 
speaking and I got caught up in all of that commotion that goes 
on and couldn’t get out of there. But what I said to them I want 
to say to you, since you brought it up, Mr. Thaemert. 

Mr. Thaemert. Yes, sir. 

Mr. Peterson. Did I get that right? The disaster. We really 
didn’t want, or choose, to put this disaster in this Iraq supple- 
mental, but we didn’t have any choice. This was supposed to have 
been done last year; we were promised in September; we were 
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promised after the election. It didn’t happen. I don’t know how ex- 
actly we are going to work through this, hut I just had a farmer 
Saturday in my district commit suicide over this. It is a serious sit- 
uation and we need to address this and we need to figure out how 
to deal with this in the farm bill so we don’t have to go through 
this every 2 years in the future. But in my judgment, if we don’t 
figure out some way to work through this and get the President’s 
support in this bill, whatever it ends up being, we aren’t going to 
get this done and people need to understand that. I mean, this is 
the last train out of the station. If we don’t get this done now, it 
isn’t going to happen. So whatever influence any of you have, we 
have to figure out some way to get this done. 

So Mr. McCauley, I have a letter from my Minnesota corn grow- 
ers and apparently they are still not totally on board with you, is 
that correct? 

Mr. McCauley. That is correct. But I want to emphasize that. 

Mr. Peterson. You are not making any progress with them at 
this point. 

Mr. McCauley. No, there are three states that have different 
opinions and we have been notified of that, but we have had a 
large majority of our membership that is in favor of it, but Min- 
nesota is not. 

Mr. Peterson. And there are no more discussions, or are you 
still talking, or what? 

Mr. McCauley. I think we will just leave it like that. 

Mr. Peterson. All right. So Mr. Thaemert, the rebalancing idea 
that some of you guys have put out, that is not workable for you, 
I take it? 

Mr. Thaemert. We are looking at cost production as opposed to 
market prices. The market hasn’t always guaranteed a return and 
we are not expecting to be guaranteed a return. The formula that 
you will see in our written testimony also does not guarantee a re- 
turn, either. We put a margin in there. The issue that we have 
been looking at is the increased inputs and the cost of production 
relative to loan rate, target price and direct payments. And we 
struggled with a lot of different formulae. We looked at a lot of dif- 
ferent delivery mechanisms; and what we could come up with as 
the best one for wheat was an increase in the direct payment and 
an increase in the target price. And I think it is very important to 
note that it is not a cookie-cutter application for every crop. The 
agronomics are different. 

Mr. Peterson. Well, if you recall, I tried to improve the situation 
for wheat and barley in 2002. Unfortunately, at that time, I didn’t 
have enough clout. It is a little different this time, but we will see 
what we can do here. But I should know this, but have you gotten 
a score on what the changes, how much 

Mr. Thaemert. We are working on 

Mr. Peterson. We haven’t got a score 

Mr. Thaemert. We have submitted an analysis of the target 
price and direct payment. The preliminary numbers that we hear 
are that the projections for the price increases are high enough 
that there won’t be much of a counter-cyclical as a result. The cost 
of the direct payment, we haven’t got a scoring on that yet, but we 
are waiting for that analysis. 
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Mr. Peterson. I assume, are all of you guys opposed to the 
President’s payment limit idea? Unanimous. And what do you 
think about this idea on the President’s or the Secretary’s farm bill, 
where they want to change the posted county price from a daily 
basis to monthly? Have you guys looked at that? What do you 
think about that change? 

Mr. McCauley. Well, we talk about it every year at our policy 
session, and throughout the year as we have LDPs. Our proposal 
would change the way you look at posted county prices and we 
think that would answer that question. 

Mr. Peterson. And it would still be daily, the way you are pro- 
posing it? 

Mr. McCauley. Ours would be a yearly, established in the 
spring. 

Mr. Peterson. Oh, yearly. Okay. 

Mr. McCauley. That is one the benefits, also. 

Mr. Peterson. The rest of you have any comment? 

Mr. OSTLIE. I guess I still think it is very important to keep them 
on a daily basis as we have done in the past. I think it is some- 
thing that has worked and it should be left the way it is. 

Mr. Thaemert. Well, speaking for wheat, we haven’t received 
any LDPs, so I can’t really talk about that. But for other crops, I 
would say that the marketing flexibility of the daily price system 
would be more desirable. 

Mr. Peterson. If I could have one more? I keep getting com- 
plaints all the time about the way these prices are set — like if you 
had one county next to another and they have differences. People 
are hauling their grain two counties over because they can get a 
better deal, and all of that sort of stuff. Have you guys, in the work 
that you do, taken a look at that whole situation, in terms of how 
they establish those county prices? Did you come up with any ideas 
on how to get around some of these issues that keep coming up? 

Mr. McCauley. We have looked at that quite a bit, Mr. Chair- 
man, as in 2005, 2006, and 2007, and those continually continue 
to be a problem and it is always in one area. We felt like it is best 
to be addressed when you have that problem, because I think you 
are always going to have some kind of a problem as prices go from 
area to area and county to county. So we have addressed it as an 
implementation or administrative job. 

Mr. OsTLiE. Well, I guess I probably would agree with that. I 
think a lot of the problem is the way they do the formulae and a 
lot of the local problems of how they determine those prices on a 
county-by-county basis. I am not sure how we would change the 
law to actually address that at a national level. But it definitely 
is a problem, especially in our area, where we have these really 
large counties that are 30 by 40 miles wide. It really gets distorted 
from one end to the other. 

Mr. Peterson. All right. Thank you. Thank you, Mr. Chairman. 

The Chairman. Thank you. Thank you, Mr. Chairman. Mr. 
McCauley, you stated that your proposed revenue counter-cyclical 
proposal would reduce the indemnities paid out on risk manage- 
ment to where it would re-rate insurance products so producers 
could obtain higher coverage levels of individual revenue insurance 
at a lower premium. You also cited analysis provided to NCGA to 
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this effect. My question is, who conducted the analysis and has 
anyone in the crop insurance industry, have they confirmed the 
conclusions? It would be interesting stuff. We would just like to 
know what. 

Mr. McCauley. We had the study done by a CARD at Iowa 
State, Dr. Babcock. We had it reviewed by Dr. Barnaby. He com- 
mented on it. He didn’t totally review it, and another professor. We 
talked to the crop insurance industry, but really, these things have 
just come together pretty fast, so we anticipate doing that shortly. 
But one of the things that I really need to emphasize is that there 
is an overlap as you go through government payments at the FSA 
office and the crop insurance industry. We feel like we can do this 
without hurting the crop insurance industry’s profits. We could ac- 
tually give them more access, to the farmers, the individual policies 
and as the buy-up. So we think, with a little bit of vision, the crop 
insurance industry can benefit also from this. 

The Chairman. It would probably be helpful to this Committee, 
though. We need some pretty hard data before we start doing 

Mr. McCauley. I realize that. 

The Chairman. For the rest of you on the panel, let me ask this 
question. You suggested a number of changes and certainly that is 
what we like to see as it relates to loan rates, target prices, how 
loan repayment rates are calculated and how LDPs are collected, 
et cetera. As I listen to that, it seems to me that these suggested 
changes will end up costing some money. So my question is this: 
Money that we really don’t have unless we do some adjustments 
somewhere else. So let me ask the question this way. To achieve 
the changes you want, would each of you be willing to see a reduc- 
tion in the direct payment, or would you rather keep the programs 
as they are, without changes? Because when you start doing it, we 
have a limited pot of money, as each of you know, this year. We 
don’t have the benefits we have had in the past. I would appreciate 
you helping this Committee with your comments on that. 

Mr. OSTLIE. I guess I would like to comment on that. I will com- 
ment first here. I mean, first of all, I would like to see, obviously, 
new money to fund our changes. But as I travel around the coun- 
try, most farmers like the basic framework of the 2002 Farm Bill 
and that is what I have seen from most farmers. The problem is, 
the way it is set up right now, it simply causes farmers to make 
a planting decision based on a farm program. We think that those 
planting decisions have to be made on the market. So I guess when 
you talk about reducing the direct payments somewhat to pay for 
this; I guess I realize that that would affect all commodities, not 
just soybeans. You know, so I hate to — but I think that is some- 
thing that we would be willing to look at. But I do understand it 
affects all commodities. 

The Chairman. Anyone else? 

Mr. Thaemert. Yes, I would like to address that. You know, as 
I stated in my testimony, a cookie-cutter approach probably isn’t 
the best way to go. What works for corn and beans doesn’t work 
for wheat. What works for wheat doesn’t work for flowers and rice. 
And in the marginal production areas where wheat is normally 
grown, the direct payment is the only thing we have been able to 
depend on. We can go to our creditor and we can have a cash flow 
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and know that we are going to get it. So wheat growers are strong- 
ly opposed to any reduction. As a matter of fact, we are pushing 
for an increase in the direct payment. As far as distorting planting, 
direct payment is based on historic. The loan rate would have more 
impact on planting than the direct payment would, and the direct 
payment is a known entity and we can budget for it and so can the 
government. 

The Chairman. We are going to run out of time. Anyone else 
want to comment, yes or no? 

Mr. McCauley. We feel that the direct payments have been in- 
cluded in our proposal. It fits. We want to keep it, but you know, 
we have to realize that as we go through the process, that that 
might be some of the things we have to deal with. 

The Chairman. Okay, thank you. Let me ask each one of you and 
get it on the record. The Chairman thinks it is important. When 
the Secretary came, he talked about the AGI limits of $200,000. I 
happen to believe, in farming across this country, with the changes 
in cost and everything, that is going to be very difficult. I would 
like to know from each one of you very quickly, do you agree or dis- 
agree with that limit? 

Mr. PucHEU. Absolutely disagree. 

Mr. McCauley. I will have to say we think that it is a creative 
idea and it would be combined with a 3 year average or there is 
some ways that this could make some sense. 

Mr. Gertson. I disagree. 

Mr. OSTLIE. And I would also strongly disagree. 

Mr. Russell. I would echo most of this. I would disagree as well. 

Mr. Thaemert. Strongly disagree. 

The Chairman. Thank you. Thank you, gentlemen, and I yield 
to Mr. Moran. 

Mr. Moran. Mr. Chairman, thank you very much. Let me com- 
pliment Mr. Peterson’s efforts in regard to disaster assistance. 
There is no more greater need in ag country, and certainly from 
the ag country I come from, than disaster assistance. It has a high- 
er priority at the moment than necessarily trying to figure out the 
details of the farm bill, and I will admit that we have failed in past 
Congresses led by the Republican Party. And I would also say that 
it is less than a perfect scenario to the new leadership. This is an 
issue, as Mr. Peterson indicates, that we have to figure out how to 
resolve and resolve quickly, and I look forward to working with him 
and others to see that that is accomplished. The farm bill and long- 
term policy is certainly important, but we will have a lot of farmers 
who aren’t in business to take advantage of this newly refined and 
improved version of the 2002 Farm Bill. 

Let me ask a couple of questions. Our Chairman has given me 
strict instructions that I am to abide by the 5 minute light, and so 
I will. And it sounds like my colleagues are pleased by that sugges- 
tion as well. You talked about an unbalanced system in which 
there are a couple of components to how we determine what loan 
rates or target price ought to be. I assume one is what is we have 
talked about, this balance. I find it interesting and perhaps this is 
the way we would approach it too, is that we talk about how to 
raise crops’ target price. No one mentions that someone else’s tar- 
get price might be too high now and that that is what you pay for. 
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is by the adjustment of a give and take, which I assume has impli- 
cations that make testifying before our Committee more difficult. 
But in addition to trying to figure out how you balance these pay- 
ments that are based upon this desire that farmers make decisions 
based upon the markets and not based upon what the program 
says. 

The other part of this is the safety net and we have in all of this 
conversation seemed to concede that we are going to have less 
money to work with than we had in the 2002 Farm Bill. And in 
part, the Administration’s proposal is based upon a belief that 
prices will continue to be where they are today or higher during 
the life of the farm bill. It is troublesome to me that we spend a 
lot of time talking about prices, but very little understanding of 
what has happened in the cost of production. My understanding of 
the safety net, the purpose of the farm bill is to provide assistance 
to farmers in times in which the cost of production is not exceeded 
by the cost, or price, that they receive for the commodity they grow. 
So if we are trying to develop a safety net, what is your advice 
about target prices, as far as it relates to other commodities? And 
what would be your reminder to this Committee about the increas- 
ing input costs that have occurred since we adopted the 2002 Farm 
Bill? And in that regard, about target prices, can we treat commod- 
ities differently? Wheat is very interested in having a higher direct 
payment. Does that mean that every other commodity needs to be 
treated the same way? Or can we have a different program, a dif- 
ferent target price, a different emphasis on a direct payment, based 
upon what commodity program we are dealing with? Mr. 
McCauley? 

Mr. McCauley. Thank you. Congressman. I think the stability 
factor is really the important part when we start looking at the 
safety net as we go to these higher prices. In the corn market, 
today we are looking at $4 corn. I think a lot of our producers are 
recognizing the fact that there is actually more risk growing these 
higher priced crops than there is, say, $2 corn. So we, with this 
revenue approach, feel like we are addressing that. We put a cap 
on it so that we can be responsible looking at our taxpayers and 
say we don’t feel like we need a support over this fi^re. 

Mr. Moran. Let me follow up on my final question, which was, 
can we treat corn differently than other commodities? So you found 
a program that you think will work better for corn. Does that mean 
we could do something different for wheat, or do you see this as 
needing to be uniformly applied to all commodities? 

Mr. McCauley. We have done some rebalancing. We used the 
soybeans’ percentage rates to come up with this cap. I have to rec- 
ognize that each commodity has their own issues. I totally agree 
with that. I think with some work we could probably make this go 
across, but it doesn’t address some of the other things that they 
have. As my limited experience in farm programs over the last 35 
years, everybody has their own issues and I hear from legislators 
that, to make it work right, they all have to be uniform. So I am 
hoping we can come together and make something uniform. 

Mr. Russell. My biggest concern. Congressman, is when I go 
and do my spreadsheet, and go to my banker to get my loan for 
my operating mill for the year, he looks at what the minimum re- 
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turn is going to be a year. We don’t know what the prices are going 
to be, so we have to look at the loan prices, first of all. We know 
that is the minimum that we are going to get on our crop. And the 
inequities of the sunflowers, the banker looks at me kind of funny 
and says, “Are you sure you don’t want to grow another crop?” 
Even though the demand is there, we have to look at the bottom 
line, like you said, the increase in the input. The increase in my 
fertilizer, just this last month, went up 15 percent. We have to look 
at that safety net to where we are just asking if sunflowers were 
on a level playing field to where we can at least be in the game 
with the other program crops. We want a safety net to where we 
can go to our bankers and say, “Here is what we have and this is 
what we can do. Let us do what is best for the consumers, by pro- 
ducing this better oil.” 

Mr. Thaemert. Congressman, I represent a crop that is grown 
in semi-arid areas. There are people that can only grow wheat or 
barley. If you happen to be down in some places with marginal 
rainfall, they can go grow very good wheat, but that is about all 
they can grow. They don’t have the options of these other crops, so 
they focus on what works for wheat and the direct payment has 
been something that, as Mr. Russell alluded to, you can go to your 
creditor and you know you are going to get that. And it is also a 
lot of trade distorting support. The loans run into some issues 
there and there are some issues as far as market or trade dis- 
torting that the loan rate has. 

Mr. OSTLIE. I guess most of us farm most of the other crops. At 
least in my area we grow other crops but rice, obviously, not in 
North Dakota. But you know, I have raised more wheat over the 
years going back than I have soybeans, actually, so I definitely un- 
derstand the problems in the wheat market. But one of the dis- 
turbing things in my area, what I see as a direct payment, is that 
most of the people that own land or are renting land, they pencil 
that direct payment right into the price of their land right away. 
I feel that it really takes away a lot of the safety net that it was 
intended for, because that money gets put into that land price too 
quickly. I guess, going back to rebalancing, I have had the same 
situation happen, where you look at different crops and because of 
the farm program, your banker says, “This one you can guarantee 
yourself a better return,” even though in reality it is not and you 
have to argue with them and say, “Well, I guess I am the boss.” 
But it is unfortunate that the farm program sometimes does deter- 
mine what you seed. I feel that our rebalancing of the target price 
and loan rates really addresses that. You should not be looking at 
having to have the farm program determine what you seed. Thank 
you. 

The Chairman. Thank you. Let me also welcome Mr. Costa to 
the Committee today. He is sitting in. We welcome you here today. 

Mr. Costa. Thank you very much, Mr. Chairman. I heard all of 
the Kansas talk earlier and it is nice that you would allow a Cali- 
fornian to sit in here. We do appreciate it. 

The Chairman. It is good to have you. 

Mr. Costa. I do have a witness here from my district. There real- 
ly is a Tranquility, California, believe it or not and a wonderful 
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place to live. But I do have a question I want to submit to him 
later on. 

The Chairman. Good to have you. When the time becomes appro- 
priate. At this time, I would recognize the gentlelady from Kansas, 
Mrs. Boyda, for 5 minutes. 

Mrs. Boyda. Thank you, Mr. Chairman. And yes, Mr. McCauley 
is from White Cloud. And I would like for the record, Mr. 
McCauley, is Kansas flat? 

Mr. McCauley. Not everywhere. 

Mrs. Boyda. Where Mr. McCauley lives is beautiful rolling 
plains, so I would like to get that myth out of the way. And I would 
also just like to say thank you for your proposal. I am a freshman 
and certainly learning how all of this is going to go and having my 
input, but quite honestly, I am very much in the learning stage 
today. So I appreciate the fact that you put together a proposal 
that said, “We want revenue but we realize that we are going to 
have to pay for it in some way,” and came up with a balanced ap- 
proach, so thank you. And I will watch with interest as those dis- 
cussions go on. 

It is interesting as we try to balance all of the payments, too. I 
would just like to put a few of my good Kansans on the spot, if I 
could, and just come back and listen to how you find a balance be- 
tween these things. But the Sunflower Commission has basically 
said to the wheat growers, we are going to propose that you have 
a price support of $4 — and 150 — something along those lines. Do 
you think that $4.15 is really adequate for the wheat growers to 
go ahead and to be able to produce wheat? And by the way, Mr. 
Thaemert, I am going to come to you. But I would love to just hear 
how you found the way to balance this. 

Mr. Russell. As a producer? 

Mrs. Boyda. Yes. 

Mr. Russell. As a producer, number one, I have a rotation on 
my farm and I do use wheat, sunflowers, grain sorghum and corn 
and soybeans. But on that point, any safety net, bottom line, that 
I can take to my banker and say in my rotation, that I can clear 
my cost, then he is willing to do that for me. Sunflowers has been 
the hard part of my rotation, to get that done, and as I sit here 
representing sunflowers, that is all we are asking for. And we are 
a minor oilseed, so the total dollars really don’t add up to much. 

Mrs. Boyda. My question is really back to, is $4.15 going to be 
adequate for the wheat growers? You are in Hays, yes? 

Mr. Russell. Yes. 

Mrs. Boyda. So I don’t know if you go out to western Kansas, 
if that is a different scenario. But in your mind, $4.15 would be an 
adequate price there for wheat growers. Let me just turn to Mr. 
Thaemert for a minute 

Mr. Thaemert. Yes. 

Mrs. Boyda. — and come to you and say you are requesting $5.29, 
which is really up from less than $4. 

Mr. Thaemert. Yes. 

Mrs. Boyda. Is $5.29 the bottom line or is it something that, in 
fact, you are going to be able to work with and find a balance 
there? 
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Mr. Thaemert. That is a number that we got from USDA records 
and we divided that by the 10 year average yield. That was the 
cost of production, the average of 2005 and 2006, divided by the av- 
erage production of the last 10 years and we came up with a na- 
tional number. We are not just pulling that number out of the air 
as $5.29 per bushel. Congressman Moran alluded to cost of produc- 
tion. A lot of people have been looking at price. Price doesn’t guar- 
antee you profitability. Again, we are not looking for a guarantee 
of profitability, but you might as well have a number that is based 
on cost of production, and that is what we did. So that is where 
that number is, we feel comfortable with that number, and that is 
why we chose that number. 

I would like to address one thing that was said earlier about di- 
rect payments being capitalized in the land values. Any income 
stream associated with the ownership of an asset gets capitalized 
into that asset, whether it is a loan price or whether it is a direct 
payment, regardless. And increased land values aren’t necessarily 
a bad thing for rural areas. When you look at how much tax base 
supports schools, hospitals and other county entities, this is just 
another way to help rural areas take advantage of some of the 
prosperity in the urban areas. So we are so adamant about an in- 
creased direct payment, that that is our focus and that is where 
you need to be. It is predictable. 

Mrs. Boyda. Right. I yield back my time. Thank you. I appre- 
ciate just listening to how you balance it out. Thank you. 

The Chairman. I thank the gentlelady. The gentleman from 
Texas, Mr. Conaway, for 5 minutes. 

Mr. Conaway. Thank you, Mr. Chairman. Thank you, Mr. Chair- 
man. Good to be here. Gentlemen, thank you for coming today. Mr. 
McCauley, you had mentioned that, when Mr. Peterson asked 
about Minnesota, Texas also has a letter out that says that they 
are not in accordance with what the National Corn Growers have 
done. You mentioned a strong majority or whatever. Can you give 
me the actual numbers of the split between those in favor of your 
position versus those who are not? 

Mr. McCauley. Our delegates were over 70 percent in favor of 
our policy. 

Mr. Conaway. Okay. 

Mr. McCauley. The revenue-based policy. 

Mr. Conaway. All right. Thanks. You also mentioned that we 
wield this up here like very poor referees. To try to referee between 
commodities is about the best we can do and we have commodities 
who come to us with a difference within the commodity itself. It 
really makes our job even tougher in terms of how we try to make 
all of that work. So I would encourage you to continue to work with 
the folks. I think there are four states now and there may be other 
states added on to that. You know, continue talking with each 
other and try to figure out a way to reconcile it within corn so we 
can limit the amount of refereeing that we have to do. 

Mr. McCauley. I recognize that it is a state issue. We haven’t 
had anyone question our concept, most of these — marketing loans — 
it is a regional issue, probably. But I wouldn’t want to speak for 
any of those states, because they have dissented and that is the 
way our policy reads. 
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Mr. Conaway. All right. Thank you. Mr. Pucheu, I am pro- 
nouncing your name 

Mr. Pucheu. Pucheu. 

Mr. Conaway. Pucheu. I am sorry. Excuse me. Can you talk to 
us a little bit about — we have a high inventory right now, a carry- 
over inventory of cotton from this past crop. Can you talk about, 
are there things that we ought to be doing within the 5 year win- 
dow of this farm bill that will help address that? We aren’t going 
to fix it today immediately, but is there something about the policy 
we have in place that could contribute to that or is it just 

Mr. Pucheu. We are looking at ways to fine tune the marketing 
loan but basically, we had two things happen this last year. India 
had a bumper crop and China had a bumper crop and then the 
other long-term thing is the decline of our domestic textile indus- 
try, and we are adjusting to exporting a larger percentage of our 
crop. But with the shift, we are going to have a major shift in acre- 
age this year, cotton acreage going down and shifting into soy- 
beans, and especially corn, and this is going to help pull down our 
carryover and it should not be as big a problem as it has been the 
last year. 

Mr. Conaway. So the modest proposal that you are making for 
textile support is all you are going to change within the farm bill 
itself to address this? 

Mr. Pucheu. Basically, that is the major change we are pro- 
posing. 

Mr. Conaway. Okay. Again, I appreciate you gentlemen coming 
this morning. What I have heard is that, except for the National 
Corn Growers Association, most of you support the position we 
have with minor changes within there. We will have a limited 
amount of money to go at it. I don’t expect any of you to trade 
against yourself this morning and tell us that you trade or what- 
ever. We will be working with you and look forward to working 
with you during this process. Thank you for your testimony. With 
that, I yield back. 

The Chairman. I thank the gentleman. The gentleman from In- 
diana is now recognized for 5 minutes, Mr. Ellsworth. 

Mr. Ellsworth. Thank you, Mr. Chairman. I don’t think it will 
take 5 minutes, but I appreciate it and I think I only have one 
question. It has been very informative for me, also, as a new Mem- 
ber. I just wanted to know, as I did my town halls over the last 
few weeks with farmers, a lot of the subject of Farm Flex came up, 
especially with some of the people who might like to grow tomatoes 
and get into that on base acres. They explained to me that they are 
getting “double-whammied” on base acres if they prefer to grow to- 
matoes. I was just curious if your organizations had taken a posi- 
tion on the Farm Flex issue and how you feel about that. So if you 
can just grab the line or if anybody wants to jump in. 

Mr. Pucheu. The National Cotton Council has supported the ex- 
isting policy. 

Mr. McCauley. We are supporting the existing policy, but we do 
recognize the fact that the fruits and vegetables is an issue, not 
only with trade, but with the budget. So we think that we need 
more research on how it would affect corn and how it would affect 
the total budget of the farm bill, the commodity title. 
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Mr. Gertson. We support the present policy. I remind you that 
the WTO has a different view on this, and we will support what- 
ever the Administration or whatever is composed. 

Mr. OSTLIE. We would support continuing the existing policy on 
vegetable crops. 

Mr. Thaemert. We would be in favor of planting flexibility for 
vegetables. 

Mr. Ellsworth. Thank you. Let me go back to Mr. McCauley. 
You always get lead on this, so I will just run back to you. Can 
you just explain when the farmers came in and said, “They don’t 
want the base payment. They just want the option to be able to ne- 
gotiate that.” Can you explain what the position — if they are say- 
ing, “We will forego the base payment, just give us the option and 
don’t bang us twice on this.” 

Mr. McCauley. I think if you look at the fact that the money 
doesn’t affect the rest of the commodity title, it makes a huge dif- 
ference. Depending on how much money you are actually talking 
about, it would make a lot of difference. That is what I said about 
the WTO implications. We do need to make a farm bill that is WTO 
compliant and that would make a big difference in that. 

Mr. Ellsworth. Thank you, sir. Thank you all. I would yield 
back, Mr. Chairman. 

The Chairman. I thank the gentleman. Now for 5 minutes to the 
gentleman from Louisiana, Mr. Boustany. 

Mr. Boustany. Thank you, Mr. Chairman, and thank you all for 
your testimony. We certainly appreciate the work that you are all 
doing. I don’t want to leave rice out of this and I want to discuss 
a few issues here. First of all, the rice industry over the past 2 dec- 
ades has had a very difficult time, with declining market access 
and of course, we have seen the recent disasters secondary to the 
hurricanes, which had a major impact. And you have made several 
specific proposals here. In your testimony, Mr. Gertson, you men- 
tioned that loan rates for rice production have not changed in 18 
years; meaning that the loan rate compared to the variable cost 
has fallen by 33 percent, which is a pretty significant drop or dif- 
ferential. I want you to express, for the record, how this has im- 
pacted the rice industry. How your specific proposals which you 
mentioned, the modest increase in the program support levels for 
rice to a loan rate of $7 per hundredweight, a target price of $11 
per hundredweight, setting the loan rates for all classes of rice at 
the same level. I understand the current system, by separating 
them out, hurts long grain rice more proportionately. And then I 
have a specific question about the AWP. But for the record, ^ve 
us an indication of how these measures will go toward stabilizing, 
long-term, the rice industry and how they will account for the in- 
crease in variable costs? 

Mr. Gertson. First of all, the $6.50 loan rate increasing to a $7 
loan rate, this modest increase would help slightly on the 42 per- 
cent increase we have had in costs. Our fertilizer cost, a ton of urea 
in 2002 was $150. Today we are paying $425. We have taken — in- 
creases and fuels — just in the last 18 months, our cost per acre has 
gone up a hundred an acre and this increase in the loan is just to 
stabilize our economy a little better. Knowing that we are short of 
money in this country, we feel like this is a modest request, in- 
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creasing our target price to $11. At least we can take this to the 
banker and say, “Look, we have a target price of $11. Can you go 
along with us?” We have to got sell the banker in order to be able 
to farm. We cannot just go down and get a blank check to farm. 
We have to show some stability and this will help us to adjust this 
to the point that we feel like we can get financial backing. And do 
you want to go to the black box? 

Mr. Boustany. Right. Yes, with regard to the average world 
price, you mentioned the need for transparency. Were there any 
specific recommendations that you have at this time? 

Mr. Gertson. Well, the specific problem is there is only a couple 
people that know how this world price is arrived at. Cotton, for in- 
stance, it is transparent. You know how it is arrived at. But there 
is this black box that nobody understands how they come or arrive 
at a world market price. And so what we would like to see is a pro- 
gram kind of like cotton, where we know what is happening. We 
know where they get all of their figures to arrive at a world market 
price, because right now we don’t. We don’t know how they come 
up and I think it should be our right to know, in our own com- 
modity, how they come up with these world market prices. 

Mr. Boustany. Thank you. 

Mr. Gertson. Okay, going back to the fixing the loan between 
the three grains 

Mr. Boustany. Yes. Right. Yes, could you just 

Mr. Gertson. — long, medium and short. We would like to fix it 
and the main reason we would like to fix it is because if we have 
a loan that fluctuates, again, we can’t go to the banker and say, 
“We have an $11 loan rate.” If they are going to adjust it between 
the three, we can’t go to our banker and say, “It is going to be X 
number of dollars. It might be 500 lower or 500 higher.” If we feel 
like we are going to set a target price, we should have a fixed loan 
price to give to our banker. Our whole industry has agreed. All the 
different growers in the different states have agreed that we need 
a fixed loan price. 

Mr. Boustany. Okay. I thank you. That is all I have. 

The Chairman. I thank the gentleman. Thank you. And I now 
yield 5 minutes to the gentleman from Georgia, Mr. Marshall. 

Mr. Marshall. Thank you, Mr. Chairman. Earlier, the Chair- 
man, following up on what the Committee Chairman asked, had 
each of you give your position on AGI. Could you do the same thing 
real quickly for the three-entity rule? What is your view on the 
three-entity rule? I think I know cotton’s view. 

Mr. PUCHEU. Yes, cotton supports the three-entity rule. 

Mr. McCauley. We support the three-entity rule. 

Mr. Gertson. We support the three-entity rule. 

Mr. OsTLiE. Yes, we support the three-entity rule. 

Mr. Russell. I think it is unanimous. You know, we support the 
three-entity rule, too. 

Mr. Thaemert. Absolutely. 

Mr. Marshall. The question that I asked, you would expect the 
same answer from all of the different ag groups? Is there any ag 
group that you know of that is on the other side of that issue? 

Mr. OSTLiE. I don’t think there would be one that is in the com- 
modity title, no. 
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Mr. Marshall. Okay. Mr. McCauley, I would like to focus on 
your organization’s proposal for this counter-cyclical program. I am 
only now becoming familiar with it. It is the first I have seen it 
and I just read through your testimony, and I am sorry I wasn’t 
here when you gave your testimony earlier. No doubt you have had 
discussions with your comrades here, at least your staff has had 
discussions. Could you summarize the arguments that are made 
against your concept by others? Because I imagine you have been 
floating this around and a number of people have offered their com- 
ments. 

Mr. McCauley. Well, it will be hard for me to talk about some- 
thing that is against it. I usually try to look at the positive side. 

Mr. Marshall. Yes, and unfortunately, I am up here and I get 
to ask you questions and you pretty much have to answer. Well, 
you know that is going to shorten this considerably if you could 
identify, because you already know what they are, the primary ar- 
guments against what you are proposing and then address those 
arguments. Put them on the table so that we understand what peo- 
ple are saying is weak about your proposal. 

Mr. McCauley. I think we have a different issue with wheat on 
the idea that the direct payment is a different climate and they 
had totally different issues on how their crop has increased in yield 
versus ours. So I have talked to these individuals quite a bit. John 
and I live in Kansas. Two hundred miles is a pretty close distance, 
so we live and we understand 

Mr. Marshall. That is because you all can see one another, be- 
cause there are no hills in Kansas. 

Mr. McCauley. If I can see over that hill right west of me, I can 
see quite a ways. But the direct payment issue is different in our 
philosophy versus wheat, because you have a regional difference on 
how they do business, plus, the wheat has the difference in their, 
which yields haven’t progressed. I contend that in the future, 
wheat, they will get to address the yield. Their yields will go up. 
We have tried to take the approach with both of these commodities, 
their only commodities, that we understand what they are talking 
about that we can fit into the program of each other’s commodity. 
Soybeans. Rick and I have talked and their issue is that their price 
could go lower than corn at this time. I think that is the reason 
they probably focused on the price aspect. I sure don’t want to 
speak for them, but our proposal 

Mr. Marshall. Could I interrupt? 

Mr. McCauley. Sure. 

Mr. Marshall. Are you contemplating a commodity-by-com- 
modity county price support, essentially? Or is it just one 

Mr. McCauley. No. 

Mr. Marshall. Okay. 

Mr. McCauley. Our hope is that we can get all the commodities 
together on this and you know, see where the issues really are. 
That is our hope. 

Mr. Marshall. Well, I guess maybe I don’t understand your pro- 
posal. Is your proposal that a target price be set in each different 
commodity? 

Mr. McCauley. Yes. 

Mr. Marshall. Okay. 
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Mr. McCauley. As a revenue instead of just as a price, because 
we focused on the price. Price trigger is revenue trigger when you 
are at these levels, because you have more exposure to risk at this 
level and the price support today is at the lower level. 

Mr. Marshall. Have your economists done an analysis assuming 
that if this were adopted as the national farm program, an analysis 
of cost? 

Mr. McCauley. Yes. 

Mr. Marshall. And how does it compare to 

Mr. McCauley. We think where we are today, which is I think 
we are solid on where we are today at $500 million approximately 
over the baseline. 

Mr. Marshall. Thank you, Mr. Chairman. I yield back. 

The Chairman. I thank the gentleman. Now the gentleman from 
California, Mr. McCarthy, for 5 minutes. 

Mr. McCarthy. Thank you, Mr. Chairman. I just have two fol- 
low-up questions for some others. If I could just follow up with Mr. 
Pucheu from the National Cotton Council. You commented and I 
have seen it in my district, declining cotton being grown. Is it 
mainly the market driving these decisions that are being made? 

Mr. Pucheu. It is market driven and the economics of crops that 
have a better return. We are fortunate in California. We have a lot 
of different options as compared to a lot of areas of the country. 

Mr. McCarthy. And I have just one for everybody else. I want 
to follow up on what the Chairman asked about adjusted gross in- 
come. Overwhelmingly, the majority do not support the Adminis- 
tration position of $200,000, knowing now that it is $2.5 million 
and 75 percent of your income has to come. Would you recommend 
to keep it exactly like that or would you recommend any other 
change to it if you disagreed with going to the $200,000? 

Mr. Pucheu. We are happy with the current policy. 

Mr. McCarthy. And is the current policy successful, do you 
think it corrected what we wanted it to? 

Mr. Pucheu. I think so, in keeping people that have very high 
income from outside of agriculture away from the payments. 

Mr. McCarthy. Okay. 

Mr. McCauley. If I could comment? Being the different one of 
the group, I think that an adjusted gross income, and I would dis- 
agree on the price, because I don’t think we know what the ad- 
justed gross income should be today. But any time you get to work 
with a net income figure versus a hard cap of the dollar amount, 
as a farmer, you have to think that it might be a better way to look 
at it. That is where I was coming from with the possibilities, be- 
cause right now, if you deal with a person that, say, it is a $2.5 
million hard cap, we could actually have a gross income of that 
much but not make any money. So that is where I was coming 
from. I think the concept itself has some merit if we figure out how 
it could work and the number. 

Mr. Gertson. I do not think the $200,000 limit will work. I think 
$2.5 million was more in line with what we need to have, and also, 
we need to keep the 75 percent exemption, 75 percent of farm in- 
come. I think you should be exempt from either one of them. But 
the $200,000 is way too low. 
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Mr. OsTLiE. I guess we would also agree that the $200,000 is too 
low and we would support staying with the same limits we have 
now. 

Mr. Thaemert. Yes, the $200,000 is too low. You are going from 
$2.5 million to $200,000 and even if you talk about net income, if 
you are talking about a young producer that is buying land and is 
buying equipment, the principal payments, you cannot deduct the 
principal payments. You can deduct interest, you can deduct depre- 
ciation, you can do those things, but when you are making a prin- 
cipal payment, you are trying to grow your operation. Yes, you are 

f oing to run into the $200,000. You very easily could run into that 
200,000 limit. One year you would be in it, the next year you 
would be out. How do you go to your creditor and say, “Well, this 
is what I have and this is my cash flow?” I can understand the 
public relations drive behind doing that, but that is too drastic a 
step, from $2.5 million to $200,000. Wheat Growers is fully behind 
the current legislation and thinks it is fair and effective. 

Mr. McCarthy. I appreciate it and yield back the balance of my 
time. 

The Chairman. I thank the gentleman. The gentleman from the 
Dakotas, Mr. Pomeroy 

Mr. Pomeroy. Mr. Chairman, thank you very much and I en- 
joyed the — it is a very articulate 

The Chairman. — for 5 minutes. 

Mr. Pomeroy. Yes, sir. Point noted. This is an articulate and in- 
teresting panel and I have enjoyed these responses. Mr. Thaemert, 
you can’t tell me you got a lot of wheat growers, especially begin- 
ning ones, that are cracking that $200,000 AGI. 

Mr. Thaemert. No, what I am saying is that the drop from $2V2 
million to $200 thousand is dramatic. 

Mr. Pomeroy. That is a dramatic drop. 

Mr. Thaemert. And there could be issues where 

Mr. Pomeroy. You went on to tell us you have a lot of beginning 
farmers, that they are going to be stumbling around that $200,000 
AGI. Unless there is something tremendously different about 
wheat production in Kansas than North Dakota, I don’t get it. 

Mr. Thaemert. Well, if Dale Schuler wanted to turn over his, 
well, he is in North Dakota. And let us just say that one of your 
constituents in North Dakota was trying to sell his farm to his chil- 
dren as a way to make his retirement, and having to make those 
payments of machinery and land, there could be an issue where 
you are trying to provide an income for your family, plus pay off 
those principal payments. You could very easily creep over that 
limit and the problem is 1 year you are in, 1 year you are out. 

Mr. Pomeroy. That is right. 

Mr. Thaemert. You could hopefully, hopefully have a decent year 
where you can get in that good lick to cover a lot of those expenses 
and expand. 

Mr. Pomeroy. I am not for the Secretary’s proposal. I think that 
it is too low. But on the other hand, I couldn’t quite understand 

what you were saying there. I had to 

Mr. Thaemert. I hope I explained it a little better. You know, 
why do we expect a retiring farmer to give his farm away? You 
know 
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Mr. Pomeroy. Now wait a minute. I have your answer. Let us 
just not overstate the point. We don’t have that many wheat farm- 
ers making more than $200,000 AGI. And maybe the other com- 
modities have different things, but I know a little bit about wheat. 
That one isn’t going to cut us that bad. I am not sure it is good 
policy. But let us get to, and I want to talk to my constituent here, 
Mr. Ostlie. We are very proud of your leadership of the Soybean 
Council. 

Mr. Ostlie. Thank you. 

Mr. Pomeroy. And it is a very important year in this commodity, 
so for you to have the helm right now makes us all very proud in- 
deed. 

Mr. Ostlie. Thank you. 

Mr. Pomeroy. Let us talk about the balance between loan rates, 
soybean to wheat. And the question I have to you is, under your 
proposal, it looks like the wheat target price would climb to $4.15. 
Wheat stated that is not high enough to keep the acreage in wheat, 
in light of the other things, the higher-value commodities that are 
available to grow right now. Do you have any response to that? 

Mr. Ostlie. Yes. I said earlier, over the past 20 years, I have ac- 
tually raised more acres of wheat than soybean. 

Mr. Pomeroy. I have read that you have, yes. 

Mr. Ostlie. Yes. And wheat has got a unique problem. I don’t 
really know what the answer is. I think the wheat problem goes 
way beyond the farm program. We have a lot of countries in the 
world that can grow wheat and grow it pretty efficiently. I just 
don’t know at what point and how we stop the wheat problem. 
But — commodity and soybeans, I don’t want farmers making deci- 
sions on what they plant based on the farm program, and I feel 
right now, the way the farm program is set up, the 2002 farm pro- 
gram, soybeans at $5.36 is the effect of the target price when you 
take off the direct payment. I would lose a lot of money at that, 
and the point of it is, is that we need to have it balanced or “ad- 
justed,” is what I guess the word is that we have been using. With 
balancing, we are not looking to bring down other commodities, but 
an adjusted rate so that we are more at an equal level throughout 
the commodities. When I go to make my decisions on what I plant, 
and my neighbors, I don’t go to the bank and the banker will say, 
“Well, I want you to plant more edible beans or corn or some other 
crop, because the farm program guarantees you a profit.” 

Mr. Pomeroy. Thinking about the farm program essentially as 
insurance protection against price collapse, you would like a simi- 
lar level of protection across the commodities? 

Mr. Ostlie. Right. 

Mr. Pomeroy. To me, it makes a lot of sense. 

Mr. Ostlie. And you know, a lot of this is a conceived value and 
that is part of the problem. Right now, we may have soybeans that 
are not going to go below even at a $6.85 loan rate or whatever the 
target price may be. You know, nobody spent on counter-cyclicals. 
But when you go into the banker, they always look at the worse 
case scenario and suddenly you have to conceive in your mind that 
maybe next fall soybeans might drop and corn might drop. “Aha, 
I better raise corn because it has got a better support level, or some 
other crop.” And I think a lot of times it is a conceived value as 



57 


much as it is actual market price. So we want to have a market 
price that has that guarantee there. 

Mr. Pomeroy. Mr. Chairman, my time is up and I yield back. 

The Chairman. I thank the gentleman. Let me take this oppor- 
tunity to thank each of our panelists for your thoughtful comments, 
for answering the questions. But before we dismiss you, I would 
yield to the gentleman from Kansas for his final comment. 

Mr. Moran. Mr. Chairman, I finally found an advantage to you 
being the Chairman of this Subcommittee as compared to me, be- 
cause Mr. Pomeroy never ended his comments under my regime. 
He would speak minutes beyond and then yield back the balance 
of his time. So you have greater authority over him than I ever 
had. I also want to point out that today we are eating North Caro- 
lina peanuts, which is also a change in this Committee, and I 
would indicate to Mr. Russell that last year, and maybe we can cor- 
rect this, for the last 2 years we have been eating Kansas gold sun- 
flower seeds. If we could get back to the days of sunfiower seeds, 
we would all, well, I shouldn’t say that. We would appreciate the 
variety. 

The Chairman. The gentleman’s time has expired. No, thank 
you. And let me thank each of you, because you have been very 
helpful. As you understand, we will have a challenge, but working 
together we are going to make sure, as I have said to a number 
of folks, Jerry and I work very closely together. Having a farm pol- 
icy is important to this country if we want a good food supply, a 
plentiful food supply, and by and large, a cheap food supply for the 
American consumers. Thank you for your part in that process. And 
you are excused and now we will ask the second panel to come and 
join us. 

Okay, if we can get everyone seated, we will be ready to proceed 
with our final panel. Let me thank each of you for being here and 
just remind each of you that your full statement will be submitted 
for the record and if you would summarize it within 5 minutes and 
we will move along. Our first panelist is Mr. Larry Mitchell, who 
is the Chief Executive Officer of the American Corn Growers Asso- 
ciation; and our second witness will be Mr. Evan Hayes, President 
of the National Barley Growers Association; the third panelist is 
Mr. Jim Evans, Chairman of the USA Dry Pea and Lentil Council, 
from Iowa; and Mr. Greg Shelor, Past President of the National 
Sorghum Producers, from the great State of Kansas. Mr. Mitchell, 
you are recognized for 5 minutes. 

STATEMENT OF LARRY MITCHELL, CEO, AMERICAN CORN 
GROWERS ASSOCIATION 

Mr. Mitchell. Thank you, Mr. Chairman, Congressman Moran, 
other Members of the Committee. I am here representing the 
American Corn Growers Association and I may give a slightly dif- 
ferent version of what we think should be in the farm bill than 
some of the previous panel members. But we know that everyone 
in this room has pledged at one time or another that you are going 
to write this farm bill and it is not going to be written at the WTO, 
and we commend you for that commitment and we are here to help 
you make that commitment. 
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You know, about 2 years ago, Secretary Johanns started off 
across the country asking seven important questions about the 
farm bill, and the American Corn Growers has been doing the same 
thing. In fact, I just got back Sunday night from a 3,800 mile, 
seven state, seven meeting tour in 9 days and we posed these same 
questions. Those questions are, are farm bills getting better? The 
sounding answer is no. Are farm bills getting more or less com- 
plicated? They are more complicated. Are we keeping people on the 
land? No. Are our rural communities improving? No. Are we ex- 
porting more? No. For those people that support the current farm 
bill, what do they find is the weakest link in that farm bill? And 
they will tell you that there is just not enough money in it. So the 
follow-up question has to be, are we going to have more or less 
money in the next farm bill? The answer that you have stated 
today, Mr. Chairman, is less. So given those questions and the re- 
sounding responses that we received over the past 4 or 5 months 
at the various meetings that we have held, we have to assume 
through deductive reason that it is time to rethink U.S. farm policy 
and change course to help, not only U.S. farmers, but farmers glob- 
ally. 

Part of our work working towards this started nearly 6 years ago 
when a group of farmers got together and identified three things 
about farm policy that we needed to address. We did the analysis 
on that and we asked for a review of that analysis by the Agri- 
culture Policy Analysis Center at the University of Tennessee. 
Those three things were: first, we knew that farmers farm. Farm- 
ers will farm every acre every year and they will produce every 
bushel and every pound, regardless of whether the price is high or 
low, or regardless of the subsidy. The second thing is that low 
prices does not reduce overproduction, and the third thing is that 
low prices have not expanded our exports. The fourth thing that we 
found out is just the simple elimination of U.S. farm subsidies does 
not help farmers in other countries. It only devastates our farmers, 
our rural communities, our rural banking system, and will have a 
downward turn on the U.S. economy. What we need to do is to re- 
place those subsidies with a support system. 

Working with the National Family Farm Coalition and some 60 
other organizations from the farm, rural, environmental and the 
faith sectors, we have drafted the Food From Family Farm Act. 
The three key items for title I under that Act would be to return 
to the nonrecourse loan as opposed to the marketing loan, so that 
we can support the price as opposed pay out subsidies. This would 
relieve us of the burden of direct payments, counter-cyclical pay- 
ments, marketing loan gains and loan deficiency payments. And for 
those of you that are conservative, and especially the blue dogs 
that have been working hard to figure out how to balance this 
budget and write a farm bill within the budget constraints, this 
may be your best option. The second thing that we need to work 
towards is reestablishing a grain reserve. Our country went to war 
4 years ago with a 30 day supply of petroleum in the Strategic Pe- 
troleum Reserve, and a 5 hour supply of corn in the Commodity 
Credit Corporation. We need to address that. The third thing, we 
need to find a way of curbing overproduction from those crops that 
are traditionally overproduced. That is why we support Chairman 
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Peterson’s plan for a cellulosic reserve to move crops that have tra- 
ditionally been overproduced into new dedicated energy crops. 

One last point before we run out of time. We also support Con- 
gresswoman Herseth’s bill, H.R. 1649, that prohibits the closing of 
county Farm Service Agency offices until after this farm bill has 
been written, enacted and implemented. Until we get the computer 
system fixed at FSA and figure out what this farm bill is going to 
do, it is not the right time to be closing county offices. 

In conclusion, the Food From Family Farm Act provides a better 
safety net for farmers, it saves money and those savings can be 
used to fund the Conservation Security Program, and expanded en- 
ergy title, and many other titles of the farm bill. Thank you, sir. 

[The prepared statement of Mr. Mitchell follows:] 

Prepared Statement of Larry Mitchell, CEO, American Corn Growers 

Association 


Introduction 

Chairman Etheridge, Ranking Member Moran, and Members of the Subcommittee 
on General Farm Commodities and Risk Management, I am Larry Mitchell, Chief 
Executive Officer of the American Corn Growers Association (ACGA). 

We are pleased and honored to have been extended the invitation and opportunity 
to appear before this Committee today. It has been over 6 years since ACGA has 
been afforded this courtesy before any Committee associated with the U.S. House 
Committee on Agriculture. 

The ACGA has long recognized the daunting task Congress faces in writing our 
new farm bill, a task made particularly difficult because of the deepening economic 
depression endured by family agriculture and rural communities in the United 
States. A primary goal of our organization is to provide leadership on this new farm 
bill, through positive and specific suggestions for change. Therefore, on behalf of the 
14,000 members of the ACGA, I would like to present our views and suggestions 
on the crop provisions of the Farm Security and Reinvestment Act of 2002 to this 
Committee today. 

We wish it noted that our farm bill proposal for the crop title of the next farm 
bill is much more than a corn proposal. We have always attempted to represent the 
interests of not only corn farmers, but also all those in agriculture. We believe that 
all family farmers must work together to find a farm policy that restores prosperity 
to family farmers and ranchers of all types. 

We also understand that corn is the most widely grown crop in the U.S. and has 
by far the largest production volume of any commodity. It has the largest livestock 
feed usage, and the largest industrial usage. Therefore, we recognize that feed grain 
policy has a huge impact on all commodity prices, and also directly impacts the 
structure of the dairy and livestock industries. The commodity title also impacts our 
rural communities, our environment, our food system and our Federal budget more 
than any other sector of the overall farm bill. 

This is why we have been working with scores of other farm, rural, religious, 
international, environmental, and wildlife groups over the past year to advance the 
Food from Family Farm Act (FFFA) with the National Family Farm Coalition and 
some sixty other organizations. We will present the basic concepts of the FFFA 
today and ask for your consideration and support for the plan as you advance your 
endeavor in drafting this year’s farm bill. But first, we are obliged to request your 
consideration of a broader review of which direction we should choose in the next 
farm bill. 

In addition to our support for the FFFA, we take this opportunity to state that 
ACGA also supports the following farm bill provisions: 

• Retention and expansion of the Conservation Reserve Program (CRP), 

• Full funding and deployment of the Conservation Security Program (CSP), 

• Expansion of the energy title of the farm bill, 

• Establishment of a standing disaster program, 

• Development of a Cellulosic Reserve Program, 

• Extension of the Milk Income Loss Contract (MILC), 
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• Inclusion of a competition title similar to Senator Tom Harkin’s Agricultural 
Fair Practices Act, 

• Implementation of the current Country of Origin Labeling (COOL) provision of 
the 2002 Farm Bill, and 

• Improved delivery and full funding of programs targeted toward limited re- 
source and socially disadvantaged farmers and ranchers. 

Ten Questions That Must Be Answered Before We Draft the 2007 Farm Bill 

Over the past year, we have been asking the questions listed below of farmers 
and others in rural America and the answers to these questions have been almost 
unanimous. 

Question — ^Are farm bills getting better or worse? 

Answer — Worse! 

Question — ^Are farm bills more or less complicated? 

Answer — Much more complicated! 

Question — ^Are we keeping more or fewer families on the land? 

Answer — Fewer families are on the land! 

Question — ^Are our rural communities improving? 

Answer — No! 

Question — ^Are we exporting more? 

Answer — No! 

Question — ^Are farm bills getting more or less expensive? 

Answer — More Expensive! 

Question — For those that actually support the current farm hill, what do they 
identify as the biggest problem? 

Answer — It needs more funding!! 

Question — Will we have more or less funding for the next farm bill? 

Answer — Less! 

Question — If we don’t change course on U.S. farm policy, will the next farm bill 
be better or worse? 

Answer — Worse! 

Question — Why don’t we take a serious look at changing course? 

Answer — We must change course to insure the livelihoods of all farmers in the 
U.S. and around the world. 

A New Course for U.S. Farm Poliey — The Food From Family Farm Act 
(FFFA) 

We must change the course of U.S. farm policy. As a part of the Building Sustain- 
able Futures for Farmers Globally campaign on the new farm bill, sixty organiza- 
tions (see list in appendix) have endorsed the FFFA and many others are planning 
to join in the near future. 

"rhe Building Sustainable Futures for Farmers Globally campaign calls for U.S. 
agricultural and trade policies that: 

• Ensure food sovereignty, 

• Curtail overproduction, raise low commodity prices and end dumping abroad, 

• Advance sustainable bioenergy production, 

• Promote healthier food through community-based food systems, 

• Diminish inequalities both among and within countries and support small scale, 
family oriented agriculture, 

• Transform U.S. food aid policies to promote more flexible and comprehensive 
aid to developing countries, and 

• Respect the rights of immigrants and farmworkers. 

FFFA is still a work in progress, but will encompass the following provisions for 
title I, the commodity title; 

1. Reestablishment of the nonrecourse loan program to provide a floor price at 
the full cost of production for the major, strategic commodities and relieve the 
burden of tens of billions of dollars in subsidies from the shoulders of America’s 
taxpayers. 

2. Reestablishment of a U.S. reserve of the basic storable commodities and a 
significant portion of that reserve should be a Farmer Owned Reserve (FOR) 
for: 
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• Domestic Food Security, 

• Domestic Energy Security, and 

• International Famine Relief. 

3. Reauthorize the Secretary to manage over-production and price-depressing 
surpluses by providing incentives to plant dedicated energy crops on acres 
which are now, or may be, produced in surplus. 

Background on the Food from Family Farm Act 

The Agriculture Policy Analysis Center (APAC), at the University of Tennessee, 
Knoxville, a land-grant university, and ACGA released the groundbreaking research 
report Rethinking U.S. Agriculture Policy: Changing Course to Secure Farmer Liveli- 
hoods Worldwide in the fall of 2003 (a copy has been provided with this testimony). 

ACGA has worked closely with APAC on this analysis and will continue to ad- 
vance its findings and seek solutions to the inadequacies in U.S. farm policy identi- 
fied therein. We ask you to thoughtfully review this research, and to consult closely 
with its authors, Dr. Daryll Ray, Dr. Daniel De La Torre Ugarte and Dr. Kelly Till- 
er. 

The report concludes that even if the difficult task of negotiating the elimination 
of global farm subsidies is completed, family-based agriculture will continue to spi- 
ral downward as a result of continued low commodity prices. This report goes com- 
prehensively to the heart of the ever more contentious trade issues of farm subsidies 
in developed countries, low world commodity prices, and global poverty. 

The Genesis of the APAC report came from a group of corn farmers at ACGA. For 
many years, we had been pondering how to quantify several key points that we, as 
farmers, have observed. 

First — Farmers farm. They farm every available acre and produce every pound, 
bushel or hundredweight possible. That’s what farmers do. They will produce as 
much as they can when prices are high to maximize profits. They will produce as 
much as they can when prices are low to service debt and survive. 

Second — While low prices in many sectors of the economy may drive producers out 
of business, reduce production and put it back in line with demand, we find that, 
although farmers are put off the land with low prices, the land stays in production. 

Third — Low prices have not expanded our exports and are detrimental to farmers, 
not only in the U.S., but also around the globe. 

Government has been involved in agriculture policy since the beginning of re- 
corded history by expanding production, improving technology, managing stocks, es- 
tablishing weights and measures, supporting prices, etcetera. There were those 7 fat 
years followed by 7 lean years. The Chinese started a grain reserve program in 54 
B.C., and operated it for 1,400 years. When government-backed military force re- 
moved the indigenous people from the land on our continent, government was again 
expanding agricultural production. The same can be said of the transcontinental 
railroad, where the government gave away miles of land on both sides of the tracks 
for settlement and, later, crop production. Then we had the homestead programs, 
USDA’s research and development, land-grant universities and even the Federal 
interstate highway system, which means that today 4,000 head dairies in New Mex- 
ico drive down the price of milk in Wisconsin. 

Let me repeat this point — government has been involved in agriculture since the 
beginning of recorded history — and will continue to do so. We must change course 
to make government involvement in agriculture work for all of us, not just the proc- 
essors, vertical livestock producers and merchants. 

A good farm program includes not only a good commodity program, but also good 
programs for conservation, research, rural development, nutrition, credit, and 
etcetera. Having said that, let me point out the three components of a good com- 
modity program as we envision it: 

1. Price support, not subsidies, 

2. Tools to manage stocks, and 

3. Tools to manage over-production. 

Price Support 

I know many of you may feel that the difference between price supports and price 
subsidies seem like a semantic splitting of hairs. But I can assure there is a great 
difference. The biggest difference is who pays. The user pays for the support and 
the government, i.e. taxpayers, pays for the subsidy. The best analogy I can give 
you to share with your urban friends is the difference between the minimum wage, 
a support program, and food stamps, a subsidy program. And you do not have to 
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be an economist to realize that if we increase the support program, we can reduce 
or eliminate the subsidy program. 

One of the timeliest discoveries in Dr. Ray’s work, during these times when so 
many developing nations are demanding an end of U.S. farm subsidies as a way to 
improve the economic situation for their farmers, shows that the simple elimination 
of U.S. subsidies will not help. Such a policy change would devastate U.S. farmers 
and would even reduce the prices for some commodities worldwide. What would help 
is a policy to improve prices in the U.S., a world price setter for many commodities, 
and thereby help farmers worldwide. 

Managing Stocks 

Managing stocks is not a new government policy. From the Joseph Plan as Henry 
A. Wallace called the 7 fat years, 7 lean years program, to his Ever Normal 
Grainery, to the Chinese program I mentioned earlier up to the Farmer Owned Re- 
serve (FOR) we lost in the 1996 Farm Bill, governments have previously provided 
the tools to manage stocks with positive results. 

One last note on government stocks from the ACGA farmer view of agriculture 
economics. Did you realize that when our nation went to war 4 years ago this 
month, we only had 5 hours worth of corn in the CCC reserve? We only had 8 hours 
worth of soybeans and 11 days worth of wheat. We had 30 days supply of petroleum 
in the Strategic Petroleum Reserve, but only 5 hours worth of corn. We support the 
President’s initiative announced during his 2007 state of the union address to ex- 
pand the Strategic Petroleum reserve and we ask your support for a Strategic Grain 
Reserve. 

Managing Overproduction 

Tools to manage production are available and used by most every sector of the 
economy. The generals all use production management — General Dynamics, General 
Electric, General Foods, General Mills and General Motors. Even both the House 
and Senate Agriculture Committees believe in production management by govern- 
ment. During the last farm bill deliberation, they spent hours discussing the loan 
rate. Their concern was that the higher the loan rate, the more incentive producers 
have to produce more. An erroneous assumption as reported in the APAC study. But 
given the fact that they decided to keep the loan rate low in order to curb over- 
production, it is clear that they support government tools to manage production. Re- 
cently the Bush Administration also recommended a similar proposal to manage 
production by lowering loan rates. It is evident that most everyone involved in the 
farm policy debate supports supply management, but lowering the loan rate is not 
the best solution to this issue. 

ACGA does not advance the notion that the Acreage Reduction Programs (ARP) 
of the past as the best way of managing overproduction. Nor do we advance the 
adoption of any production controls until a viable reserve is established as defined 
above. We do promote giving farmers tools to voluntarily manage “free stocks” as 
a primary way to improve farm price within a market-hased system. 

We also see a need for a policy to advance the cultivation of more energy crops 
in order to provide alternatives to the over-planting of crops in surplus. Bio-energy 
crops should be a key in any future U.S. farm policy and additional user incentives 
should be considered for their advancement. This is why we are endorsing Chair- 
man Peterson’s proposal for a Cellulosic Reserve Program to provide incentives for 
farmers to move crop acres which have traditionally been planted to crops in sur- 
plus into dedicated energy crops. To understand how this initiative would impact 
future production management, we suggest a review of the cultivation of soybeans 
over the past half century. Fifty years ago, few if any soybeans were planted in the 
U.S. In recent years, annual soybean plantings have exceeded 70 millions acres. We 
need to ask just how bad would corn, wheat and cotton prices have been in past 
years had we not planted over 70 million acres of soybeans. What we need in the 
future is a portfolio of dedicated energy crops to provide the same type of planting 
alternatives provided by soybeans over the past half century for the next half cen- 
tury. 

FFFA and the Federal Budget 

With the current improvements in commodity prices, almost any farm program 
will work within the budget constraints faced by this Committee. But we have no 
conclusive evidence as to whether the new farm gate prices are a bubble, a new pla- 
teau or even a new escarpment. Therefore, we must find a way to utilize our base- 
line smarter and raise the farm safety net above the pavement in the event current 
prices are a bubble. 

Because the FFFA’s reestablishment of the nonrecourse loan program provides a 
floor price at the full cost of production for the major, strategic commodities, we 
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would relieve the burden of tens of billions of dollars in subsidies from the shoulders 
of America’s teixpayers. By setting a floor price on our commodities, we would allevi- 
ate the need for Loan Deficiency Payments (LDPs). Marketing Loan Gains (MLAs), 
Counter-Cyclical Payments and Fixed Payments. There would be some spending re- 
quired to manage the strategic grain reserve and the cellulosic reserve program, but 
these expenditures would be very nominal when compared to the savings realized 
in other areas. Short of providing a full scoring of the initiative which is not avail- 
able at this time, we suggest that based on previous expenditures, the FFFA could 
save $10 to $20 billion annually. Such Federal budget savings should be considered 
closely with any Member of Congress claiming to be a Budget hawk — be they con- 
servative Republicans or Blue Dog Democrats. The savings realized by this change 
in course for farm programs would also provide the resources for fully funding the 
Conservation Security Program (CSP), expansion and full funding of the farm bill’s 
energy title, funding for the Chairman’s standing disaster program, livestock assist- 
ance programs and et cetera. 

FFFA and the World Trade Organization 

Many in Congress, including several Members of this Committee, have said that 
the Congressional Agricultural Committees are going to write the 2007 Farm Bill, 
not the World Trade Organization. ACGA supports that position. We also suggest 
that the U.S. advance the FFFA to our negotiators currently engaged in the Doha 
Round of WTO negotiations, and suggest a review by the WTO of FFFA. We predict 
that if the U.S. were to advance a program of higher prices, supply management 
and production management, it would be embraced by the developing countries as 
well as the developed countries as a superior alternative. Let’s take a proposal to 
the table to raise world prices, eliminate subsidies and enhance the livelihoods of 
farmers globally and see how much interest it garners. 

While our farm and trade policy makers have decided time and time again that 
low prices are the most prescribed cure for our lagging competitiveness in global 
markets, farmers and livestock producers find that cure to be their biggest disease. 
To defeat the disease of low prices we need policies that improve prices in the U.S. 
and around the world, establish adequate food reserves and address production ad- 
justments to enhance production of crops in short supply in favor of crops in sur- 
plus. There are efforts already underway to bring about such international coopera- 
tion on supply management, but those efforts have been limited to the academic and 
NGO sectors. We need our policy makers to engage in these discussions as well and 
we suggest that this Committee hold a separate hearing to review this critical issue. 

Program Delivery 

ACGA warns that until we know what programs will be contained in the new 
farm bill or how it will be administered, and until Farm Service Agency (FSA) com- 
puter problems have been mitigated, it is ill-advised to reduce the FSA farm pro- 
gram delivery platform. We urge Congress to postpone any county office closures or 
reductions in staff until after the farm bill has been passed, enacted and deployed 
and that a real solution to the antiquated computer system are likewise deployed. 

Conclusion — One Last Question That Must Be Answered Before We Draft 
the 2007 Farm Bill 

Given the new course we have just recommended for the 2007 Farm Bill, and the 
current farm bill, which one is better for: 

• Farmers? 

• Consumers? 

• Taxpayers? 

• The Environment? 

• Rural Communities? 

• Farmers in developing countries? 

Or, which one is better for: 

• The integrated livestock industry? 

• The international grain traders? 

• The food processors? 

We are not asking “which of these farm bills will the Congress pass?” We are ask- 
ing “which of these farm bills will be better and for whom?” Once we ascertain how 
Members of Congress feel about which farm bill is better for whom, we will then 
help answer the question “what will the Congress pass?” 1 am not asking for your 
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answer today, but I am asking you to look closely at our proposal and formulate 
your answer prior to drafting our new farm bill. 

Appendix 

Organizations endorsing the Food from Family Farm Act (FFFA) as part of the 
Building Sustainable Futures for Farmers Globally campaign’s farm bill initiative. 


American Agriculture Movement, Inc. 

Action Aid USA, Washington, D.C. 

Federation of Southern Cooperatives/ 
Land Assistance Fund, Atlanta, Ga. 

Friends of the Earth U.S., Washington, 
D.C. 

Institute for Agriculture and Trade 
Policy, Minneapolis, Minn. 

National Family Farm Coalition, 
Washington, D.C. 

Rural Coalition/Coalicion Rural, 
Washington, D.C. 

Farm & Food Policy Diversity Initiative, 
Washington, D.C. 

National Campaign for Sustainable 
Agriculture, Pine Bush, N.Y. 

American Corn Growers Association, 
Washington, D.C. 

Maryknoll Office of Global Concerns, 
Washington, D.C. 

Alliance for Responsible Trade, 
Washington, D.C. 

Church World Service, Elkhart, Ind. 

Heifer International, Little Rock, Ark. 

RAEI-USA, Pittsboro, N.C. 

NETWORK/A National Catholic Social 
Justice Lobby, Washington, D.C. 

Agricultural Missions, New York, N.Y. 

Grassroots International, Boston, Mass. 

Family Farm Defenders, Madison, Wise. 

World Hunger Year, New York, N.Y. 

SHARE Foundation: Building a New El 
Salvador Today, Washington, D.C. 

Quixote Center/Quest for Peace, 
Hyattsville, Md. 

International Labor Rights Fund, 
Washington D.C. 

Food First/Institute for Food and 
Development Policy, Oakland, Calif. 

World Neighbors, Oklahoma City, Ola. 

Food & Water Watch, Washington, D.C. 

Ecumenical Program on Central America 
and the Caribbean (EPICA), 
Washington, D.C. 

Organization for Competitive Markets, 
Lincoln, Neb. 

Land Stewardship Project, White Bear 
Lake, Minn. 


Land Loss Prevention Project, Durham, 
N.C. 

Missouri Rural Crisis Center, Columbia, 
Mo. 

Campaign for Family Farms and the 
Environment, Iowa Citizens for 
Community Improvement, Des Moines, 
Iowa 

Oakland Institute, Oakland, Calif. 

The Second Chance Foundation, New 
York, N.Y. 

Sustainable Agriculture of Louisville, 
Louisville, Ky. 

Oklahoma Black Historical Research 
Project, Oklahoma City, Okla. 

Center of Concern, Washington, D.C. 

Sisters of the Holy Cross, Notre Dame, 
Ind. 

United Church of Christ, Justice and 
Witness Ministries, Cleveland, Ohio 

California Black Farmers and 
Agriculturalists, Sacramento, Calif. 

Cumberland Countians for Peace & 
Justice, Pleasant Hill, Tenn. 

Caney Fork Headwaters Association, 
Pleasant Hill, Tenn. 

Network for Environmental & Economic 
Responsibility, United Church of 
Christ, Pleasant Hill, Tenn. 

Corporate Agribusiness Research Project, 
Everett, Wash. 

Center for a Livable Future, Johns 
Hopkins Bloomberg School of Public 
Health, Baltimore, Md. 

Columban Justice, Peace, and Integrity 
of Creation Office, Washington, D.C. 

Ohio PIRG, Oberlin College Chapter, 
Oberlin, Ohio 

Ladies of Charity of Chemung County, 
Elmira, N.Y. 

Church Women United of New York 
State, N.Y. 

Catholic Daughters of the Americas, 
Corning/Elmira, N.Y. 

Missionary Oblates of Mary Immaculate 
Justice, Peace and Integrity of 
Creation Office, Washington, D.C. 


International Endorsements 


National Earmers Forum, New Delhi, 
India 

Mexican Action Network on Free Trade, 
Mexico City, Mexico 
Institute Runa de Desarrollo y Estudios 
sobre Genero, Lima, Peru 


Small Farmers of Jalapa Coopereative, 
Jalapa, Nicaragua 
Lokoj Institute, Dhaka, Bangladesh 
Fiji AgTrade, Suva, Fiji 
Observatorio de la Deuda en la 
Globalizacion, Catalufia, Spain 
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Rethinking US Agricultural Policy: 

Changing Course to Secure 
Farmer Livelihoods Worldwide 


Disastrously low prices are plaguirtg farmers 
worldwide. A deliberate shift In American 
agricultural policy In the 1990s has paved the 
way for these depressed crop prices with no 
mechanisms in place to change the situation. 
Prices declined after 1996 because that 
year's Farm Bill dropped several traditional, 
crucial safeguards for managing supply and 
supporting prices. 

Conventional wisdom suggested that Ameri- 
can agriculture could look forward to a sound 
future of expanding demand for farm exports. 
It was thought that the agricultural industry 
had developed enough to fend for itself, un- 
fettered by restrictive government programs. 
That wasn't how It worked out. 

Since US policies influence the fate of farm- 
ers well beyond our borders, policy ap- 
proaches addressing the needs of US farmers 
should recognize our larger ^obal influence. 

This study 

• Explores why the changes in US policy 
brought about by the 1996 Farm Bill pro- 
duced declining revenues; 

• Demonstrates that the solution to global 
low prices involves considerably more 
than just eliminating subsidies: and 

• Introduces a policy blueprint that would 
raise crop prices universally, thus contrib- 
uting to a healthy and vigorous worldwide 
agricultural industry. 

Changing US policy alone cannot solve the 
global crisis in agriculture, but it is an impor- 
tant step toward a global cooperative solution 
Yn^ can ‘beneffl farmers around Yne woi'id. 
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EXECUTIVE SUMMARY 


cfhj|>> a( no other time in history 
lias so much attention from out* 
side the United Slates been fo* 
cused on what is oslcnsibi>’ a 
domestic matter — US agricultural policy. 
Arvd with good cause. Since the late 1980s. 
but particularly since 1996. the US govern- 
ment's oflicial policy has been to permit, 
even encourage, a tree fall in domestic farm 
prices while simultaneously promoting rapid 
liberal trade measures to open new markets 
for US products. 

US farmers, the intended beneficiaries of 
these policies, have languished, despite ofTi- 
cial rhetoric to the contrary. Meanwhile, 
major agribusinesses have thris’cd, while 
aggregate US exports remained flat, and 
farmer income from the marketplace declined 
dramatically. The precipitous decline in 
prices of primary commodities, especially 
grains, is providing agribusiness and corpo- 
rate livestock producers access to agricultural 
commodities at below the cost of production, 
consolidating their control over the entire 
production and marketing chain. 

Today, farmers the world over face an 
agricultural crisis of immense sctvpe and 
gravity.' Plummeting world prices have fol- 
lowed the US lead, w here prices of primary 
agricultural exports (com. wheat, soybeans, 
cotton, and rice) declined by more than 40 
percent since 1996. US farmers continue to 
be forced off the land despite a massive infu- 
sion of government payments intended to 
compensate for tower prices. 1lie impact on 
farmers in other countries has been even 
more devastating. From Haiti to Burkina 
Faso, the Philippines to Peru, these unprece- 


dented low prices have destroyed liselihoods 
and reaped a harvest of desperation, hunger, 
and migration. 

Solutions to this alarming predicament 
for the world's farmers depend entirely on 
how one interprets and understands the re- 
sponses to two key questions: How do farm- 
ers' planting decisions respond to price sig- 
nals? How do their domestic and export cus- 
tomers respond to price signals? In answer- 
ing these questions, this paper demonstrates 
that, in the aggregate, neither crop supply nor 
crop demand is vcr>' responsive to changes in 
price. A thorou]^ analysis of the historical 
data on US policy and its influence reveals 
the truth of what impact that policy has had 
on farmer incomes. Farmers have tended to 
respond by doing what they know best: plant 
and produce more food, guaranteeing their 
continued financial distress. 

Clearly, stopping this cycle requires more 
than most critics of US policy suggest: that 
merely eliminating direct payments to farm- 
ers will help in the quest to raise farmer in- 
comes via the market. 

instead, a thoughtful examination shows 
conclusively that government must play a 
major role in helping to manage excess ca- 
pacity if prices arc to be held within a band 
that is reasonable for both producers and 
consumers. Government policy must con- 
tinue to keep the engine of the agricultural 
train running ever more cnicienily ihrou^ 
its investment in research, extension, lech- 
nolog>’. credit and marketing, but it must also 
be willing to slow‘ down the train through the 
careful and judicious application of a variety 



' ^cc. (at c%unplc.Kig}ittt Kales iHtdOoMtStanilanh. TnJe.GtoMuution.imitilitFij^Agauutl’avefry.Oxtanilrtenuh 
Uia^.2002. CMMciall> pp. IIS-117. 
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of policy tools, many of which were aban- 
doned in the 1990s. 

US policy makers bear much of the re- 
sponsibility for bringing about the alarming 
conditions facing world agriculture today. So 
it is obvious that policy makers must respond 
with fresh thinking and a willingness to con- 
sider alternative approaches. This paper ex- 
plores alternative .scenarios for the future, 
based on simulations of policy instruments 
and their impacts on prices and production 
levels. Finally, it offers a blueprint of policy 
options that enhances farmer livelihoods in 
the US and around the world. 


Impact of US Subsidies 

Efforts to decipher the causes of the pre- 
sent crisis have cast a spotlight on one of the 
US’s most visible and. for ntost. egregious 
examples of hypocrisy and double-speak: the 
extremely high level of US government pay- 
ments to farmers while simultaneously en- 
couraging other countries to reduce domestic 
agricultural supports. Although these pay- 
ments have technically fallen within our 
support reduction commitments under the 
World Trade Oiganization (WTO), they have 
risen dramatically since 1996 and stand as a 
testament to US admonitions to ''do as 1 say. 
not as I do.” when it comes to trade liberali- 
zation. The severe drop in farm income that 
would have occurred in the absence of this 
compensation has been cushioned by these 
payments, which exceeded S20 billion annu- 
ally for the last several years. 

[.acking comparable support tiom their 
own governments, farmers in the developing 
world Hnd themselves experiencing the full 
force of the price reductions. Meanwhile, 
farmers in other subsidizing countries, such 
as the European Union (EU). complain that 
the US policies amount to unfair trade advan- 
tages. Negotiations within the WTO to come 
to a common Agreement on Apiculture are 
completely bogged down as a result, with 
positions hardened on all sides. While specif- 


ics may differ, many point accusingly at the 
US for what arc perceived as serious viola- 
tions of the principles of free trade in agricul- 
ture. 

How Did We Get Here? Policy 
Choices Dictate Prices and 
Payments 

The crisis apiculture faces today is no 
accident. It is the direct result of expanding 
productive capacity while ignoring the need 
for policies to manage the use of that capac- 
ity. US olTicials replaced mechanisms for 
supporting prices and managing aggregate 
supply with a sudden preference for an un- 
regulated free market. Ilte outcome has been 
disastrous but predictable. US farm policy 
removed set-asides, crop reserves, and price 
support tools, leaving no way to deal with 
low prices, except for emergency govern- 
ment pa>'mcnts to compensate for farmer 
income losses. 

As price supports were phased out and 
eventually replaced with marketing loans and 
income support payments, crop prices tum- 
bled to depths not seen since the 1970s. Even 
when crop stock levels diminished, tighter 
market conditions did not lead to normally 
predictable higher prices. This would be a 
red flag in any industr>', and it is an indica- 
tion of the significant dangers that current 
US policy has created. Long-standing expec- 
tations about just how low prices could be 
driven are now in question, with no real bot- 
tom in sight and thus, no pressure to drive up 
prices despite tight world supply. Many agri- 
cultural experts feel that the extraordinar>' 
agribusiness consolidation now occurring has 
discouraged the normal price increases that 
would accompany tight supplies. 


The Exportation of Poverty 

Finally, US pressure to open new mar- 
kets resulted in the removal of tariffs and 
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quotas protecting price levels in fragile agri- 
cultural sectors throughout the developing 
world. Dumping of US products increased 
along with a chorus of voices claiming unfair 
trade practices. A recent (2003) paper from 
the Institute for Agriculture and Trade Policy 
estimates that dumping levels, or the extent 
to which the export price is below the actual 
cost of production, are astounding: 25 to 30 
percent for com. 40 percent for wheat and an 
unconscionable 57 percent for cotton." 

Less understood is the complex relation- 
ship between subsidies and prices. Subsidies 
are US government payments made directly 
to producers. Most critics of these payments, 
which nearly tripled since the key turning 
point of 1996, point to their role in increasing 
production, thereby glutting the market and 
forcing prices lower. Instead, this study pro- 
vides evidence to show that the relationship 
is far from a linear one. with the reality far 
more complex than many would have us 
believe. US production of the eight major 
crops' increased as land previously idled by 
government set-aside programs was brought 
back on-line. In the absence of traditional 
supply management and price support tools, 
prices declined shaqsly. Faced with drastic 
impacts on net farm Income, the US govern- 
ment responded by paying farmers compen- 
satory sums to help close the gap. These 
payments began as so-called “cmei^cncy 
payments.” in response to the first market 
shock in the late 1990s. By 2002. it had be- 


come clear that farmers and the rural banking 
sector would not be able to survive on in- 
comes derived solely from the market. Direct 
payments decoupled from planting and pro- 
duction decisions were reinstated. Additional 
direct payments are automatically triggered 
as prices decline, so that subsidies are both 
fixed and automatic. If this practice does not 
change, one can expect US government out- 
lays for farm programs over the next ten 
years (2003 to 2012) to exceed S247 billion.^ 

Consolidation Aided by US 
Payments and Low Prices 

Yet even with these enormous sums be- 
ing pumped into the system, farmers arc 
failing. For many, the payments do not close 
the gap between the cost of production and 
the m^et price, and the distribution patterns 
only reinforce the long-standing bias in US 
a^culture for bigger, less diversified farms. 
USDA figures show, for example, that be- 
tween 1993 and 2000, the US lost nearly 
33,000 farms with annual sales under 
SI 00.000.’ 

Some might argue that, painful as it is, 
these ‘'adjustments" to the market are essen- 
tial to re-balance supply and demand in US 
agriculture. This is simply not so. The num- 
ber of farms and farmers continues to de- 
cline, but the amount of cropland in produc- 
tion remains relatively constant, as seen in 


^ VSDHmi>i»gfmWitrlJAff’K»lltirtdMarkc{!i. Insthutcfor Agricultuir and Trade Potky. 2003. Availabkal ww'w. 
tradcotkMnaior) .org. 

* Hight major crof»— com. M>>bcan!(. Mbat. grain sorghum, barte>, oals, conon. and rkc — accounl for abom 74 percent of total 
cropland in the US. These same crops are the priinar> ‘'program'* crops and receive about 70-80 percent of all government poymcM<L. 
five crops — com. wheal, cotton. so)1>cans. and rice — rigure prominently in world export markets and account for over 7S percent of 
total US crop exports. 

* Hstimales of fedcnii outlays are from the March 2003 Congressional Budget OflicctCBO) baseline of Commodity Credit 
Corporation (CCC) and federal Crop Irtsursnce Corporation (FCIC) projections. These estimates include price and income support 
programs, export credit programs, conservation programs, and crop insurance programs but do not itKiude other programs author- 
i/ed in the farm Bill, such as ntftritiorul assislaiKe (c.g.. food Stainpsl. 

’ Calculation by ruNic CVrcm from data provided in the US Department of Agriculture fanns and Land in forms Reports, 
"farnis and l^nd in farms." USDA National Agricultural Suintks Scrvke, Feb. 200 1; “Farms md [.and in Farms Final f'stinules 
1993-1904.'* USDA NASS. Jan. 1999; “Fanns and Und in Fanm Final F.slimates 1988-1992.'* USDA NASS. Jul. 199$: Cited in 
“Down on the Farm; NAFTA's Scsen-Ycan War on Farmers and Ranchers in the US. Canada and Mextea" PuMk Crtuen. 2001. 
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Figure 1 

Number of US Farms and US Cropland Planted to the Eight Major Crops. 1950-2001 



Number ol Fsrim &Crep Planice Acreage 


Since 1950. the number of farms in the US has 
steadily declined from nearty 5.5 million to under 2 
million today. 

Despite a loss of more than half of the farms, total 
cropland devoted to major crops has remained 
relatively coitstsnt In the 250 million acre range. The 
current average cropland acreage per farm is 2.5 
times the level It was in 1950. 

Not reflected in this graph is the impact of production 
technologies over time, allowing ever higher levels of 
production from the same number of acres and fewer 
farmers. 

Source; (/SOA. Nationel AtrtcuttunI Statistics Service 


Figure I. New production tcchiK}logics arc 
increasing productivity on those cropland 
acres, further expanding production. 

The unchecked continuation of this trend 
will surely result in an agriculture dominated 
almost exclusively by iaige. highly- 
mcchani/cd farms planted fenccrow to fence- 
row with the scant selection of crops such 
operations produce best: com. wheat, rice, 
cotton and soybeans. In other words, the 
policies of the l9Q0s accelerated the changes 
in the composition of our farm sector and the 
degree of its consolidation (including within 
agribusiness). 

Diversified, independent, owner- 
operated farms are rapidly disappearing, as 
seen in Figure I. Many of the remaining 
small farms may well be controlled by large 
agribusiness firms through contract produc- 
tion. Siirli. SL. Oujjjn sipdJ.'i cuib. Ov: Ciro).- 
dependent rural communities and small and 
moderate-size farms within the US and 
around the world. The future is especially 
grim for the 2.S billion people in developing 
countries who depend on agriculture for their 
livelihoods. Continued access to markets and 


fair prices for their products means the difTcr- 
ence between sustainable livelihoods and 
disaster. 

Eliminating US Subsidies is Not 
Enough 

The elimination of domestic subsidies is 
the key issue dominating international nego- 
tiations on US agricultural policy. While 
some in the European Union or Cairns Group 
countries demand an end to US subsidies as a 
point of fairness or to equalize perceived 
market advantage, the developing world 
seeks an end to these subsidies as a point of 
survival. The goal, well beyond that of 
merely ending direct payments to US farm- 
ers, is to restore a measure of sustainability 
for the world’s poorest farmers for whom 
receiving better prices — that is. fairer 
imees — in the marketplace is absolutely 
critical. 

One seemingly rational theory is that the 
elimination of sul^idics wilt force US farm- 
ers to confront the disciplines of the market 
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and respond. It is thougjit that once the cush- 
ion of subsidies is removed, the market will 
force a reduction in US supplies and a subse- 
quent price increase. Just as low US prices 
have been transmitted around the world, so 
would the higher prices, ultimately benefiting 
agriculturaliy-depcndcnl countries through- 
out the world. 

However, two separate models testing 
this scenario reveal a surprising outcome. 
The removal of subsidies, while causing 
signillcant repercussions for farmer income 
in the US, would not reduce overall US pro- 
duction in a timely fashion or result in sub- 
stantially higher prices cither domestically or 
on the world maricet. While prices for cereals 
in particular would rise over time, the magni- 
tude of the rise (only three percent by the 
year 2020) means this option docs not repre- 
sent any reasonable or timely improvement 
for the livelihoods of the world’s poorest 
farmers. 

Turning to the US. the consequences of 
instituting such a policy change are so dra- 
matic that this option is not likely ever to 
have real political viability in its most abso- 
lute form. The drastic reduction of between 
$1 1 and S15 billion in net farm income from 
the average of $48 billion projected under 
present policies would have enormous reper- 
cussions for the rural banking system and, 
more broadly, for rural economies. This loss 
of between 25 and 30 percent of net farm 
income would result directly from the elimi- 
nation of direct government payments, and 
crop producers would bear a disproportion- 
ately large portion of the drop in income. The 
decline in income would occur at a time 
when many feel US agriculture is already in 
crisis. 

Under the more likely scenario of staged 
reductions in payments, net farm income 
continues to drop. largely because of the 
fundamental inability of the sector to self- 
correct in time. Even in an environment of 
chronically low prices and farm income, 
farmlands do tend to stay in production, and 


aggregate production does not decline 
enough to drive up prices in any appreciable 
sense. There would, however, be some ad- 
justments in the mix of crops planted, with 
cotton and rice losing ground to com, wheat 
and soybeans. Some advantages would ac- 
crue to cotton and rice farmers in competing 
countries by reason of the reduced exports in 
these US crops, but this benefit would not 
likely persist for long. AAcr a portion of the 
land in other countries is switched to cotton 
or rice in response to higher prices, prices 
w ould again face downward pressure. 

Blueprint of a Workable 
Alternative 

No one policy instrument can be .said at 
this point to hold the key to resolving today's 
crisis, though several tool combinations hold 
promise. Their choice and application should 
result from a careful balancing that seeks to 
do in concert what none could accomplish 
alone. This study has identified and con- 
ducted a preliminary analysis of a set of pol- 
icy instruments with potential to increase 
market prices to a reasonable and sustainable 
level and effectively manage the excess ca- 
pacity in US a^culture. This set includes a 
combination of(l) acreage diversion through 
short-term acreage set-asides and longer-term 
acreage reserves; (2) a farmer-owned food 
security reserx e; and (3) price supports. 

Acreage Set-Asides. The main objective 
of annual acreage set-asides is to avoid or to 
reduce the current tendency toward very low 
prices by inducing farmers to idle a portion 
of their working cropland. Longer-term land 
retirement in the form of a Conservation 
Reserve Program — a tool already in use — 
would serve to curb excess productive capac- 
ity. Farmers could select some of the most 
environmentally sensitive cropland and thus 
case the environmental burden caused by 
farming activities 
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Inventory Reserves. The second policy 
cicmcnl. a food stock or inventory manage- 
ment rcser\'e program, would reduce the 
occurrence and modify the size of price 
spikes for major commodities. In exchange 
for a storage payment, farmers would enroll a 
share of their production in an on-farm stor- 
age program when prices arc below a thresh- 
old level. When prices rise above the thresh- 
old. producers would be provided with an 
incentive to sell their reserves until the price 
dropped. 

Price Supports. The third policy cicmcnl. 
price supports, would provide an added 
measure to help avoid price collapses. Gov- 
ernment price supports would be activated 
through government stock purchases trig- 
gered when prices fall below a threshold 
level, or when sct-asidcs **miss" a low price 
event. 

The authors used a simulation model to 
examine the impacts of this specific combi- 
nation of policy measures on production 
levels and prices. The results of simulating 
these policy changes arc remarkably clear; 
not only would total cropland planted to the 
eight major crops drop by 14 million acres in 
the first year, but prices for the major com- 
modities would increase fiom a low- (for 
soybeans) of about 23 percent to more than 
30 percent for com, w ith rice and wheat not 
far behind. The general increase in the prices 
of all commodities would lead to net farm 
income levels close to and above that ob- 
tained through a continuation of the status 
quo, while at the same time reducing govern- 
ment payments significantly below the status 
quo projections, saving about $10 to $12 
billion per year. 

Beyond these advantages, production 
levels could be managed by the diversion of 
acreage away from traditional tradable crops 
and toward a non-food, non-tradable crop, 
such as a bioenergy-dedicaied crop like 


switchgrass, a perennial grass native to the 
US with high cellulose content.^ When the 
annual scl-aside was replaced with an incen- 
tive to develop a bioenergy-dedicated crop in 
the simulation model, results demonstrated 
overall levels of price increase comparable to 
those achieved by the set-aside policy. This 
illustrates that annual set-asides, while con- 
venient. would not have to be a necessary 
component of the program. 

Further, results similar to those demon- 
strated by introducing sw itchgrass could also 
be achieved by expanding the acreage en- 
rolled in the Conservation Reserve Program 
(CRP). Such an approach may also contrib- 
ute additional environmental benefits. More- 
over. if necessary, land diverted to bio- 
energy-dedicated crops or placed in the CKP 
could be brought back into production of 
major crops if unexpected weather or other 
events jeopardizes the supply of food or de- 
mand conditions warrant. 

Because the US is a major crop exporter 
and price leader, this policy blueprint would 
have immediate impacts, though over the 
short run. To sustain the improvement in 
fanner income over the long term, the US 
would have to be joined by other major agri- 
cultural players. 

A Farmer-Oriented Agricultural 
Policy 

This illustrative policy blueprint is de- 
scribed as ’^farmer-oriented.*' because fair 
prices from the marketplace would contribute 
less to concentration and coitsolidation of 
corporate control over the farm-to-consumcr 
chain. Net farm income for the US agricul- 
tural sector as a whole would be approxi- 
mately the same as under the scenario of 
continued present policies, yet independent 
diverstded family farmers would once again 


* SvrtKl^raucMciiticr bcco-fired wiifacraltopraduccclcctricii). while reeiKn4tthclc\-dorpotiiiiatMs relewed Into the 

almoifiiefe. or it can be proccued into ethanol for the produclnn of fuels with consequent env ir or w nental beneTMs. 
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have every reason to believe they could con- 
tinue in farming, pn;scr\'ing their rightful 
role in the production of our food. Family 
farmers would have more hope for better 
incomes than under the oAen-unfair subsidy 
based system. 

US government outlays could drop by 
more than SIO billion per year, certainly 
good news for taxpayers. And most impor- 
tantly, perhaps, it would discourage dumping 
US products into vulnerable developing 
countries. Higher prices would be transmitted 
to the world market, helping to restore the 
prosperity for rural economics on which 
national economic development relies. 


Conclusion 

it is time to acknowledge that the low- 
price US farm policies benefit agribusi- 
nesses, integrated livestock producers, and 
importers, but arc disastrous for the market 
incomes of crop farmers in the US and 
around the world. 

Any policy that fosters continued low 
prices for staple foods is a guarantee of con- 
tinued crisis and worldwide distress. Since 
US policy affects farmers well beyond our 
borders, the welfare and future of those farm- 
ers must be part of the vision in craAing new' 
approaches. It is time for a new Farm Bill for 
the world. All major exporting countries 
must recogni/c that they too bear a heavy 
responsibility to cooperate with the US in 
such an elTort. US policy changes alone may 
yield positive results in the short run, but 
more permanent benefits will require interna- 
tional policy efforts. 

High prices alone will not guarantee 
sustainable livelihoods for the world's poor- 
est farmers. A range of national and interna- 
tional policies, from credit, land, technology 
and transportation to tariff protection and 
access to markets, are essential if agricultural 
production is to bring a better future for 
farmers. It is certain that in the absence of 
higher prices for producers, the US is export- 


ing poverty, while jeopardizing its own di- 
versified family farm base. 

Current WTO rules do not expressly 
prohibit the use of price support and produc- 
tion control policy mechanisms considered in 
this paper. Instead. WTO commitments place 
a cap on the overall level of farmer pay- 
ments. These mechanisms included in the 
policy blueprint are not in line with main- 
stream trade liberalization thinking. WTO 
promotes policy choices that rely on the as- 
sumption that some “invisible hand" in agri- 
cultural markets will move the sector — 
prices, supply, demand, income, structure, 
distribution, and the works — to a higher 
plane if lefi to the devices of the free market. 

Ending today's crisis must become the 
most urgent mandate of those who write the 
rules governing domestic and international 
agriculture and trade policy. The way out lies 
not in more of the same but in a balanced 
application of policy measures leA discarded 
in our headlong rush to an imagined “free 
market" in agriculture. 

Farmer prosperity in the US and the 
developing world is not only possible, it is 
achievable. It can be ours at less cost and 
within a shorter time span than the hoped-for 
benefits of liberalized agricultural trade 
promised by the wealthy nations of the world 
to their developing country counterparts. The 
choice is ours to make: whose future will be 
protected, and w hat kind of global food sys- 
tem will be the outcome of US agricultural 
policy? 
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orld crop prices have declined 
dranuiically since the mid* 
1 990s. In the US alone, 
prices dropped by more than 
40 percent since 1995/1996. Figure 2 shows 
the indexed US price of four major crops (hat 
figure prominently in US crop exports: com, 
wheal, coiion, and rice. The average price of 
the eight major crops for the 1999-2001 pe- 
riod was about 20 pcrceni below the price 
level for Ihe 1985-1995 period.’ Wlih aver- 
age wcaiher and yields, crop prices are not 
expected to increase significantly in the near 
future.* 


As an acknowledged price leader in sev- 
eral key commodities and a major agricul- 
tural exporter, the US has played a dominant 
role in agricultural trade throughout much of 
the past 50 years, particularly in com. wheat, 
cotton, rice, and oilseeds. During much of the 
last century, a major goal of US policy was 
to keep agricultural production in check by 
the use of such controls as annual and long- 
term acreage set-asides and management of 
crop inventories held by the government. 
This system olTered incentives for famiers to 
participate in supply management programs. 



Figure 2 

Indexed US Market Prices for Com. Wheat. Cotton, and Rice (1996*100) 



Since 1996. US crop price* have generally declined 
about 40 percent. 

Com. wheat, cotton, and rice were selected because 
they figure promiirentty In US crop exports. These 
four crops plus soybeans, grain sorghum, barley, 
artd oats-whieh are Ihe eight major US crops- 
account for about three-quarters of US cropland and 
are the primary program crops, receivtng about 70 
to 80 percent of all government payments. 

WhUe not ItKiuded In this figure, the magnitude of 
price drop for other major crops has been very 
similar to those illustrated. 

Source; USOA. fconemic AosoorcA Servfco 


LigiH MMiorcTap* «am. Kijbcam, wheal, grain Mrgliuni. barl«>. oalvcauua. and rkc -aoevuM forahuul 74 perecM ofliNal 
crcpiaad inihe tTX. Iltne amr ctopi arc dte primary "prognua* crop« and rccci\« aboul TtMOperccH ofalt genemoKM pay i n a iU - 
FiveorihcMcropv com. wheal, «aitwvH>)bearK. ml rice figure promineialv in world expun mariMtv and accwuni for abotfl 
dircc^iuancnflrUScrapexpivHli} voluine. 

* See. forexanaple. dtelen-ycar prcyectiom for nai<» ogriculiiiral sector variable* provided b> ibe DS DcparuncM orAgricutlure. 
the ('ongrewtonalBudga Office, and the I'ood and Agriculnnl Polic} Kcsmrdi InuiiuielFAFRIl. 
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Figure 3 

Total US Goverrtment Agricultural Support Program Payments and Net Farm Income. 1990*2001 



To(al Government Payments — Net Farm Income 


Net farm Income Irvciudes farm marketings and 
government payments minus total costs. 

Between 1996 and 1999. total government payments 
increased from under SB billion to well over S20 
billion. 

From 1990*1998. government payments were about 
20 percent of net farm Income. From 1999-2001, 
government payments were 47 percent of net farm 
income. 

Despite government payments that have tripled since 
1996. net farm Income declined 16.5 percent 
between 1996 and 2001. 

Source; USDA. Fconomfc ffesearch Service 


In recent years, however, US policy took 
a distinct turn in direction. It now relies on 
exports as the driving force of the agricul- 
tural sector. Underpinning this approach is a 
new-found preference for a completely un- 
regulated free market. The objective is to 
allow markets to drive prices a.s low as they 
need to go in order for the US to out-eompete 
foreign producers and capture a larger share 
of the world market. 

Low Prices Trigger Large 
Government Subsidies 

In response to plummeting prices trig- 
gered by the radical changes it introduced in 
1996, Congress decided to pay US farmers 
ever-increasing amounts of direct emergency 
payments to compensate for low market 
income. Through much of the 1990s, US 
government agricultural subsidies ranged 
from $7 billion to SI3 billion. As commodity 
prices continued to decline, government 
payments tripled, rising to well over $20 
billion by 1999. Despite these record-level 


payments, net farm income in the US de- 
clined 16.5 percent between 19% and 2001.’ 
See Figure 3. 

In 2001, government payments to farm- 
ers amounted to an astounding 47 percent of 
farmer income, up from about 20 percent in 
the 1990s. Despite this enormous infusion of 
cash, farmer income declined steadily during 
the same period, and many US farmers are 
under increasing financial stress. 


Low Prices Hurt All Farmers 

As Figure 3 indicates, the magnitude of 
government payments to farmers since 1 998 
obscures the stunning drop in net farm in- 
come from market receipts. Moreover, de- 
spite their size, the government payments did 
not improve net farm income during the pe- 
riod. Figure 4 shows government payments 
as a percentage of net farm income for each 
state in 2001. The government accounted for 
more than 40 percent of net farm income in 
nearly half of the states, and eight states re- 
ceived payments that were more than 100 


* N'«l form income provides a measure of returns to land, operator labor, and management. 
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Figure 4 

US Government Agricultural Support Program Payments as a Percentage of State Net Farm 
Income. 2001 



In 2001, eight states received government payments 
that were more than 100 percent of their net farm 
” Income (NFI). 

s 

* Government payments were more than 40 percent of 
NR in 21 of 48 stales. 

The states that experienced the largest percentage of 
their IrKome from government programs are also the 
nation's biggest cropi>rodudng states. This further 
Illustrates the level of dependence of US crop farmers 
on government subsidies for irtcome. 

Source: U50A. economic Pesearch Service 


percent of their net farm income. The stales 
experiencing the largest percentage of in^ 
come from government programs arc also 
some of the nation's biggest crop-producing 
slates, illustrating the dependency of US crop 
farms on government subsidies. 

Under the current US policy, the cost of 
producing major crops has been much higher 
than the prices charged for them.'^ As seen in 
Table 1. market prices in 2001 were 23 per- 


cent below the cost of production (total eco- 
nomic cost) for com. 48 percent for wheal, 
32 percent for soybeans. 52 percent for cot- 
ton. and 45 percent for rice. More signiH- 
canlly, even with the subsidies added to mar- 
ket income, returns for wheal, soybeans, and 
cotton were still well below the cost of pro- 
duction (19 percent for wheal, 12 percent for 
soybeans, and 27 percent for cotton). With 
the subsidies included, returns to com were 


Table 1 


Per-Unit Market Prices, Total Average Cost of Production, and Government Payments for 
Selected Crops for 2(300 and 2001 



Com 

Wheat 

Soybeent 

Conor 


Rice 1 

4ouv 


itMU 

40U1 

200w 

airwl 

4vuw 

iwA 

aouu 

auui 

Price 

1-77 

ia4 

2.46 

2.76 

4.45 

4.15 

0.63 

0.40 

6.46 

4.74 

Total Avg. Can of Prod'n 

2.72 

2.39 

4.62 

5.31 

6.30 

6.14 

0.91 

oas 

8.57 

6.60 

Average Grow Income 

•0.95 

4>.56 

•2.16 

•2.55 

•1.75 

•1.99 

•0.39 

•0.43 

•3.U 

•386 

Government Payments 

0.79 

0.56 

1.85 

1.53 

1.19 

1.26 

0.14 

0.31 

6.94 

992 

Average Net Income 

•0.16 

0.03 

•0.31 

•1.03 

•0.56 

•0.73 

•0.15 

•0.22 

3.83 

3.06 


fUtwcWW ivKwi w i>w»i c o w ei n — < 
Saurc» UStM 4RMS PlMtacnoM OmII M I 


'* The USOA't Kcemomic RcMareh Service estimates amtual coos of production and returm b> contmoditv. L’SDA Cow and 
Relurm ertitnaies arc derived from Agricultural ReiuMirce Management Survey (ARMS) data, f or more information on ARMS, we 
liltp://w-<a-<a.eTvmda.go«.'briefmg’ARMS/. 
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Figure 5 

Indexed US Exports and Price for Com. Wheat. Cotton, and Rice (1990"100) 



one percent above costs while rice govern- 
ment payments more than compensated for 
the market losses (including government 
payments, rice revenues were 36 percent 
above the cost of production). 

US Policy Distresses Farmers 
Worldwide 

The negative elTects of the US policy on 
agriculture are transferred to poor farmers 
outside the US through the operation of two 
sets of dynamics. The first is the doNSTiward 
pressure US prices put on world commodity 
prices. Low prices affect every other country, 
especially those driven by trade liberalization 
to reduce domestic and border protections for 
their agricultural sectors. Although the US 
docs not hold a monopoly — it is one of a few 
major players in the oligopolistic world mar- 


kets — low US prices consistently drive down 
world prices. Thus, our farm policy directly 
affects the livelihoods and sustainability of 
small farmers around the world. The persis- 
tent low com, wheat, cotton, and rice prices 
illustrated for the US (shovsTi previously in 
Figure 2) are indicative of world price trends 
for major grains, rice, and cotton. 

The second dynamic is the role of low 
US prices in displacing exports and produc- 
tion from other countries. This impact afTects 
all commodities somewhat but is of primary 
importance for cotton and rice. Figure 5 
shows that US cotton prices declined about 
70 percent since the mid-1990s. Since 1998, 
US cotton exports have soared, rising more 
than 80 percent in the last three years to their 
highest level in 75 years. The US share of 
world cotton exports has now risen to nearly 
60 percent, compared to an average of less 
than 40 percent in the late 1990s (Meyer el 
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Box 1 — Farm Structure in the US 


The structure of the farm sector of the US 
economy has undergone drastic changes 
over the past century. Because the farm 
structure both affects ar>d Is affected by 
public policy, it is important to briefly de- 
scribe the current farm situation as per- 
taining to the number and size of farms, 
concentration of production, and tenure. 

Farm production has become Increasingly 
concentrated. The number of US farms 
peaked in 1920 at nearly 6.S million farms 
but has fallen to under two million today. 
The number of acres In production contin- 
ued to increase until the 1950s when 1.16 
billion acres were in production. Since this 
peak, there has been a steady reduction in 
productive acres to today's level of 932 
million acres. Average farm size has In- 
creased from 148 acres at the peak num- 
ber of farms to 487 acres today. 

Although 90 percent of US farms are cor>- 
sidered small farms-whlch are defined as 
those which have less than $250,000 in 
gross sales-they only account for 33 per- 
cent of total value of production. It Is the 
larger farms, with gross sales greater than 
$250,000. which produce two thirds of 
agricultural goods on only 32 percent of 
agricultural land. Because small farmers 
account for two thirds of all agricultural 
land, they are important In any discussions 
regarding land use and the rural environ- 
ment. Large farms receive about 47 per- 
cent of all government payments. This can 
be viewed as disproportionably large, if 
considering that large farms are only 10 
percent of all farms. Alternatively, it can be 
viewed as disproportionably small, If con- 
sidering that la^e farms account for 67 
percent of all production. 

In the 1998 Agricultural Resource Manage- 
ment Survey, most small farms did not 
report adequate income to cover expenses, 
therefore many small farm households rely 
upon off-farm Income. The largest farms 
reported the most Inconte after expenses. 


Number of Farms and Farmland Acreage 
in the US, 1900-2002 
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al.. 2003). It is important to note, however, 
that the US share of the world cotton market 
has groNSTt primarily as a result of capturing 
much of the foreign demand growth during a 
period when foreign consumption has out- 
paced foreign production. Although less 
dramatic, US rice exports also increased as 
prices plummeted, litis lends credence to 
those who argue that the US is not just ofTcr- 
ing, but dumping, commodities on the world 
market below the production cost to the det- 
riment of small farmers worldwide. 


Who are the True Beneficiaries of 
Low Prices? 

Users benefit from these low' prices, 
since US policy alters the nomtal require- 
ment that the purchaser pay for the full cost 
of production. The u.sers of US commodities 
are primarily large and oficn vertically Inte- 
grated livestock operations, multinational 
agribusiness firms and importing countries 
(though it is ofien unclear whether importing 
country consumers directly benefit). 

Integrated Livestock Producers Benefit 

Government subsidies indirectly provide 
huge benefits to large and vertically inte- 
grated livestock producers, who purchase 
feed from the market at below production 
cost instead of growing it on-farm. This 
places small, diversified farmers at a com- 
petitive disadvantage, because they typically 
feed some crops to livestock on-farm. They 
thus absorb the full cost of production for the 
feed. In this way, low prices contribute to the 
growing pace of concentration in the live- 
stock sector and the weakening position of 
small US farmers.” 

A recent report by the USDA’s Eco- 
nomic Research Service on Economic and 
Structural Relationships in US Hog Produc- 


tion illustrates the rapid changes in the live- 
stock sector. Between 1994 and 1999, the 
number of hog farms in the US fell from 
more than 200,000 to fewer than 1 00,000. By 
2001, the number had fallen to 80,000. De- 
spite fewer hog farms, the number of hogs in 
the US did not decline, averaging about 60 
million head. Thus unprecedented consolida- 
tion occurred in hog production during the 
1 990s. Over the past decade, the percentage 
of hog and pig inventory on farms with 2.000 
head or more increased from 37 percent to 
nearly 75 percent. Just over half of all hogs 
and pigs were on farms with 5,000 head or 
more in 2001, compared with about a third in 
1996. 

Agribusinesses Benefit 

Large, muitinational agribusiness firms 
are abie to purchase agriculturai commodities 
from the market at prices below the cost of 
production. At the same time, the absence of 
supply control mechanisms ensures traders 
and processors an unrestricted availability of 
commodities. It also ensures input and ma- 
chinery suppliers an inflated demand for their 
products, since the government no longer 
removes any acreage from production 
through set-asides. 

Consumers (Domestic/Foreign) Bene- 
fit? 

Whether consumers directly benefit from 
the policies that have fostered persistent low' 
prices depends on the ability of the market- 
ing system to transfer the lower prices to 
them. In some cases, agribusinesses and 
middlemen are able to capture some or all of 
the benefits of low prices. Thus it is difficult 
to predict whether consumers anywhere will 
realize benefits from lower prices. As prices 
fall, importing countries do require less for- 
eign exchange to import commodities needed 
to feed the population, providing an opportu- 
nity for consumer benefits in those cases. 


" For additional inrormalion about increasini; concentration in the livestock sector, see Lamb (2002 land various publications and 
reports availalc through USDA’s (Economic Research Service Bricring Rootrts |e.g.. http:''/wwi>v'.crs.usda.gov/Bricfing'Cante': http:// 
ww-w.ers.usda.govi'Briering/MotEV: http;^/ww-M . ers.usda.gov/Bricring' Pouhr>'-', 
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Agriculture In Crisis 


Box 2 — Land Use in the US 


Over half of the more than two billion acres in 
the US Is either agricultural or forest land. The 
other half includes urban areas, parks, 
swamps, deserts and other unusable land. 
Agricultural lands account for 4S5 million 
acres and include crop land In use. Idled land, 
and pasture land. Pasture and idled land make 
up 24 percent of all agricultural land. 

The eight major crops in the US include com. 
soybeans, wheat, barley, oats, cotton, rice and 
sorghum. These eight crops cover 259 million 
acres or 74 percent of all crop land in produc- 
tion. Grains and cereals are grown primarily In 
the Midwestern part of the country. Cotton and 
rice are grown primarily in the Southern U.S. 



Land Use In the US 


Total US Land. 1997 aoooecrm) 

2,263,254 

Total In Agriculture and Forestry 

1.096.588 

Total Agricultural Land 

455,052 

8 Major Crops 

258,800 

Other Crops 

89.901 

Idle 

38,839 

Pasture 

67,512 

Total Forest Lar>d 

641536 

Grazed 

140.361 

Not Grazed 

501175 


Sgurc*.- USOA. fconomiic R9$99itti S«rWc» 


Distribution of Total US Cropland 
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WHY ARE WE IN THIS MESS? 


liL- current crisis in American agri- 
culture is the result of (teliberate 
changes in US policies. The US 
has continued the policy of ex- 
panding productive capacity, but it has dis- 
carded protective devices to manage the use 
of that capacity. This section reviews the 
changes leading to the current situation of 
low prices and high income-support subsi- 
dies. 

The primary lesson to be gathered from 
the history of US farm policy is that agricul- 
tural markets do not tend to self-correct. 
Rather, when prices are low. production does 
not decline enough on its own. Nor does 
domestic demand or even export demand 
increase enough to rebalance markets and 
allow farmers to earn a living that is, a 
profit Inmt selling their products. 

Agricultural Policy History in a 
Nutshell 

US agricultural policy has heavily influ- 
enced two impoftanl aspects of US crop agri- 
culture: growth in its capacity to produce and 
the proptMtion of (Moductive capacity used. 

From its birth as a nation, the US pur- 
sued policies that promoted phcnontenal 
growth in productive capacity, supported by 
ihe taxpaying public. In the 19^ century. 
go\cmment chose to expand the frontier by 
distributing land to would-be farmers virtu- 
ally free of charge. 

Ortcc most of the land was pul into pro- 
duction. US taxpayers bankrolled a s>'stcm of 
research stations and extension services to 
generate and disseminate new technologies. 
The s>-stem has been a tremendous success. It 
continues to ensure that each new generation 


of Americans will have access to ample 
quantities of safe food at reasonable prices. 

The other side of the coin is that pub- 
licly-sponsored research and extension ser- 
vices contribute to price and income prob- 
lems. Clearly, neither the US nor the rest of 
the world would be facing today's low prices 
and failing small farms if the cumulative 
growth in agricultural productivity had not 
taken place. 

From the 1930s through most of the 20ih 
century. US policies included a variety of 
programs that address the price and income 
problems arising out of our immense and 
fully utilized productive capacity. Most pro- 
grams involved some combination of income 
support, price 5U|^n and stabilization, pro- 
duction management, demand enhancement, 
import restriction, or conservation. Appendix 
A contains brief descriptions of policies im- 
plemented at one time or another under these 
programs along with a few specific exam- 
ples. The list is not exhaustive. 

The capacity to produce is not a mandate 
to use it fully. For example, in the manufac- 
turing sector, between 15 and 25 percent of 
productive capacity is intentionally idled at 
any given time by reason of market supply 
and demand conditions ( Economic Report of 
the President. 2003). But unlike firms in 
other industries, individual crop farmers do 
not have the ability to influence the total 
supply of output. Nor have fanners been 
successful in organizing self-help supply 
management schemes to adjust output to the 
needs of the market. 

Thus, the traditional role of the federal 
government was to do for agriculture what it 
could not do for itself; manage productive 
capacity to provide sustainable and stable 
prices and incomes. Until the mid-1980s (and 
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beyond, in some cases), the primary focus of 
US agricultural policy was on production 
management programs and price support and 
stabilization programs. 

Production Management Programs 

In effect, the Secretary of Agriculture 
decided how much productive capacity 
should be left unused each year. The govern- 
ment employed soeral devices to manage 
supply, but usually farmers were asked to 
idle various amounts of acreage. Such an 
approach is far from exact. For one thing, in 
contrast to manufacturing tractors, where the 
number to be built can change daily or 
w eekly, the Secretary of Agriculture has only 
one opportunity per year to influence how 
productive capacity is to be used for next 
year's crop. Factors such as weather and 
slippage resulting from the idling of the least 
productive land make estimating annual pro- 
duction a very diflicult process. 

But even if mistakes occurred, adjust- 
ments could be made the following year, and 
the market w as aw are of this option. So if. in 
a given year, yields were high, inventories 
increased, and prices declined, the market 
responded to the high probability that a set- 
aside would be imposed the next crop year. 
Without a set-aside or similar mechanism, 
crop demanders will delay purchases in a 
high-yield year because they believe that 
crop prices will be as low or lower again next 
year. 

Despite their built-in complications, 
supply management policies have historically 
prevented the chronic overproduction and 
depressed prices that would have occurred 
from a full use of agriculture's productive 
capacity all the time. 

Price Support Programs 

Price support programs put a floor under 
major-crop prices. So If the Secretary erred 
in setting aside too little acreage because of 
aboN'e-aN'crage yields or unusually low de- 
mand. prices were prevented from plummet- 


ing uncontrollably. The price floor was equal 
to the loan rate for a crop, that is, the per unit 
value of the crop used as collateral under a 
government loan. For example, if the govern- 
ment values a crop of 1,000 bushels of com 
at a loan rate of $2 per bushel, the price floor 
for the crop would be S2. When the loan 
comes due. the farmer could "give" the grain 
to the government in full payment of the 
principal and interest on his loan, thereby 
receiving the $2 loan rate as the "price" for 
his crop. If the market price were above the 
loan rate plus interest, the farmer had the 
option of paying off the loan, plus interest, 
and selling his crop at the higher market 
price. The use of a high loan rate, especially 
if there are no means to manage supply, can 
lead to an excessive accumulation of govern- 
ment stocks, along with expensive storage 
costs. 


Policy Shift Toward Freer Markets 

Over the last two decades, the goal to 
ensure growth in productive capacity has 
remained, but the protection of prices and 
farmer incomes through managing the capac- 
ity has not. Rather, the government has 
placed its reliance on the free market to de- 
termine prices and to make direct payments 
to support farmer incomes during times of 
low prices. To absorb excess inventory, US 
policy shifted away from production manage- 
ment and price support and toward demand 
expansion — especially export demand. Ad- 
vocates of freer markets and trade liberaliza- 
tion were successful in persuading policy 
makers to encourage lower prices by reduc- 
ing crop price supports, expecting that a 
barrage of exports would follow. It was ex- 
pected that by modifying the ’’government 
interNention" of price supports, the US agri- 
cultural sector would quickly adjust to the 
greater export volume and farmers would 
reap the benefits of the export boom. 

Since the mid-1980s, the United States 
has deliberately attempted to reduce market 
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Figure 6 

US Exports and Share of World Exports for Corn. Wheat. Cotton, and Soybeans. 1970*2001 



prices for commodities in pursuit of incrcas* 
ing US competitiveness in export markets. 
Emphasis on trade liberalization and the need 
to comply with international trade agree- 
ments further contributed to full-scale en- 
dorsement of this objective. 

Despite the popular misconception 
among economic experts that these policies 
have been the source of great export groNMh, 
exports have nut generally increased at all. 
The export boom did not materialize. In fact, 
as Figure 6 shows, the US share of world 
wheat and soybean exports has been declin- 
ing steadily for the last 30 years. Com ex- 
ports have remained relatively flat, although 
variable. And contrary to expectations, com 
exports have actually tended to increase dur- 
ing periods of higher prices and decrease in 
periods of lower prices, since the US is the 
world's residual com supplier. Although the 
behavior of cotton typically is somewhat 


different, US cotton exports typically are 
more responsive, but even they did not 
“boom" as price support levels were reduced. 

When the export boom did not occur, 
proponents of freer markets argued that the 
remaining government price support and 
supply control programs were putting a 
crimp on exports. In fact, a growing number 
of economists held the belief that commodity 
programs were relies of the past. It was as- 
sumed that because agriculture is less of a 
force in the economy today (only 2 percent 
of the population lives on farms, as compared 
with 25 percent in the 1930$). farmers arc 
more likely to respond to low prices because 
they purchase more of their fertilizer and fuel 
rather than produce it on the farm. This 
thinking led gradually to the conclusion that 
government intervention in the agriculture 
sector was no longer needed. It was thought 
that intervention was a hindrance to rcali/ing 
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Figure 7 

Indexed US Domestic and Export Demand for the Eight Major Crops and US Population. 1961' 
2002 (1979-100) 
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The trend for US exports of the eight major crops has 
been flat since the early 1980s. 

Domestic demand for major crops has increased 
steadily, outpacing growth In US population due to 
recent Increases in non4ood demands. 


the full income potential of the agriculture 
sector. At the same time that conventional 
wisdom about the price responsiveness of the 
agricultural sector was shifting, the agribusi* 
ness lobby was gaining power and influence. 
The growing influence of the agribusiness 
lobby has outpaced that of grassroots farm 
organizations. 

The result of this thinking was the 1996 
Farm Bill, which removed all vestiges of 
government price supports and annual supply 
controls. The 1996 Farm Bill was debated 
and passed during a period of very high 
prices and high optimism for growth in the 
US agricultural sector. In I99S. prices of 
most major crops — com. wheat, cotton, grain 
sorghum, oats, and barley prices — were at 
their all-time record highs. The high prices 
were primarily a result of tight world mar- 
kets. compounded by weather condition.s in 
the US that resulted in 1995 yields that were 
well below trend levels. At the time. USDA 
forecasters were projecting tremendous 
growth in US crop exports for the foreseeable 
future. 

E.xpons of soybeans, and especially cot- 
ton. did increase and actually exceeded pro- 
jections during recent years. But that was not 


the case for most other crops. As shown in 
Figure 7. the trend of US exports for the 
eij^t major crops taken together continued to 
be flat after 19%. The skyward export trend 
in the 1970$. white perhaps burned into 
minds, docs not reflect recent reality. Domes- 
tic demand, which has grown faster than US 
population because of non-food demand, has 
been the driving force for major-crop de- 
mand for the last quarter century. 

With the removal of the set-aside pro- 
gram. acreage previously withheld from 
production was freed up. With no mecha- 
nisms for acreage reduction to manage sup- 
ply. the immediate response was an increase 
in crop acreage. It was no surprise that acre- 
age planted to the eight major crops in- 
creased over six percent (over IS million 
acres) the year the set-aside policy was re- 
moved. Inventory adjustments and world 
conditions staved off massive price declines, 
but only until 1998. Thereafter prices plum- 
meted. and government subsidies ballooned 
to compensate for lost market income. Even 
as prices declined, the previously idled aca*- 
age that came into production in 1996 re- 
mained in cultivation. Since 19%, the in- 
dexed market price for the eight major crops 
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Figure 8 

Indexed US Market Price and Acreage for the Eight Major Crops (1996"100) 



Since 1996, crop prices have generally declined 
nearly 40 percent. 

Even In the face of dramatic and persistent low prices, 
aggregate crop acreage has declined very little arvd 
very slowly. 

Source: USOA. Economic /research Service 


SOrop Acreage Index frCrop Price Index 


has declined by nearly 40 percent (See Figure 
8). Radieally lower prices did not appmciably 
cut the aggregate crop acreage remaining in 
use. 

Another feature of the 1996 policy — 
elimination of price supports — has had the 
effect of sustaining the persistence of low 
prices. Current US agricultural policy is left 
with nothing to limit the downward price 
spiral. Even successive yearly reductions in 
grain stocks have not had the expected price- 
enhancing impacts of yesteryear. In the cur- 
rent environment, market participants know 
(hat no supply management programs can be 
used next year to raise prices. So crop dc- 
manders do not bid up prices to secure future 
grain needs. They rightly expect, with all-out 
production, prices will be as low or lower 
next season. Over the last five years, market 
participants have been more and more com- 
fortable with less and less grain in the gran- 
ary at the end of the crop year. Hence, prices 
have fallen much farther than they would 
have under similar stock conditions before 
1996. 


Prior to 1996, government commodity 
payments were generally used as financial 
incentives to encourage farmers to participate 
in supply management programs. Since 
1996, government commodity payments are 
strictly income support payments. The Con- 
gressional response to the massive price slide 
was to institute record-level payments to 
farmers to partially compensate for lost in- 
come. Annual commodity program payments 
by program are presented in Figure 9. Begin- 
ning in 1998, subsidies to farmers increased 
by 250 percent over the period 1990-1997. 
Post-1997 subsidies took the form of unan- 
ticipated loan deficiency payments (LDPs), 
marketing loan gains, and ad hoc/cmcrgency/ 
disaster payments.'* 

Low prices triggered hi^ subsidies in 
(he US. not the reverse, as many believe. 
While some blame high US subsidies for low 
prices, the data clearly show the opposite: 
that higher and higher subsidies were author- 
\7£d in response to lower and lower prices 
and incomes. The problem is not the income- 


While not pan of thisaral>'SH, there k even conjectuv that the elimination of price suppon mechanisms has allowed on in- 
creasingly oligopolbtic grain industry to depress prices ddibcraldy and arbilranly. 
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Figure 9 

US Government Commodity Payments by Program, 1.990'2C>01 
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Prior to the 1996 Farm BUI. the largest share of 
government payments vrere deficiency program 
payments. Total government payments in the early 
1990s averaged $7 billion to $8 billion annually. 

In the 1996 Farm Blit, the deficiency program was 
eliminated In favor of a declining direct payment 
program. Additional program support through the 
marketing loan program and ad hoc emergency 
(direct) payments brought total payments for the 
eight major crops above $19 billion. 

Source.' USOA. Farm Service Agertcy: APAC OaraOook 


support payments that were added by recent 
legislation but the supply control and price- 
supporting mechanisms that were taken 
away. 

Low prices would not be a problem if 
demand increased enough to compensate for 
the lower pcr-unil price. But this is not the 
case. Despite record-level government pay- 
ments. farm income continues to slide down- 
ward as farmers receive less and less of their 
income from the market (see Figure 4 show- 
ing government payments as a percentage of 
net farm income by state in 2001). Even as 
prices plummeted — making US commodities 
more competitive in world markets and giv- 
ing rise to dumping on world markets below 
the average cost of production — exports 
remained flat. 

On a Downhill Road with No 
Brakes 

The 19% real-time test of free markets in 
agriculture flopped. Small farms are failing 
in droves, and those that remain are in severe 
distres.s. Under the current legislation — 


extended in the 2002 Farm Bill with the addi- 
tion of a new income support program that 
automates the “emergency'' payments when 
prices arc low — the accelerator works but the 
brakes have been disconnected. The goal of 
growth in productive capacity remains, but 
the goal of protecting farm prices and in- 
comes by managing the level of production 
has been abandoned. While the large govern- 
ment payments to producers may have hin- 
dered the adjustment process, it is necessary 
also to rccogni/c that adjusting to the low 
prices implies a further drop of at least $10 to 
$12 billion in annual net farm income. This 
loss of irKomc would have devastating con- 
sequences for rural communities and small 
farmers. 


Why Agricultural Markets Do Not 
Self-Correct 

As seen above, once production in- 
creased and prices fell, there were no policy 
mechanisms in place to limit the downward 
spiral. The agriculture sector did not self- 
correct as the framers of this new policy had 
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predicted. Though the ambitious export pro- 
jections of the mid-1990s did not materiali/c. 
agriculture could have been spared if. like 
other industries, its markets could self- 
correct. In other words, if the assumption 
was correct that farmers are more price re- 
sponsive, then they would cut back produc- 
tion on their owm. causing a recovery in 
prices. But that didn't happen. As seen, the 
government's response to low' prices was to 
pay out record subsidies to compensate for 
lost income created by low prices. The cause 
of the low prices was the elimination of gov- 
ernment price support and acreage reduction 
programs. The farmers were simply cultivat- 
ing more cropland than the market could 
handle. 

The overriding problem is that agricul- 
tural markets do not self-correct. Why*.^ Other 
industries self-correct. Wliy doesn't agricul- 
ture? If that were known, perhaps future 
policy dead ends can be avoided. 

Ilic self-correction issue is so important 
in the case of crop agriculture because mar- 
ket disruptions occur so frequently. Weather- 
based fluctuations in yields are an obvious 
market shock. US yields affect domestic 
supply, and yields in importing countries and 
export-competitor countries affect US export 
demand. The elTects of weather shocks on 
yields and most other short-run influences on 
agricultural markets tend to be random from 
one year to another. 

A longer term, more predictable force 
that affects agricultural markets is that pro- 
ductivity growth tends to outstrip the tradi- 
tional slower growth in food demand. tX)- 
mestic demand for agricultural products in a 
country like the US grow's with population 
but. unlike the demand for cars, houses, 
clothes and mo.st other product categories, 
doubling a consumer's income will have a 
minor impact on his demand for food. Like- 
wise. the rate of growth in export demand 
over time has been disappointing, especially 
in the case of ^ins. If the growth in demand 
for agricultural products kept up with pro- 


duction. low farm prices and incomes would 
be much less of an issue. 

In the agricultural sector, productivity- 
enhancing technologies are quickly adopted, 
increasing supplies and putting downward 
pressure on prices. The lower prices, in turn, 
become further incentives to adopt more 
cost-reducing technologies, and prices con- 
tinue their slide. In this way, production agri- 
culture is under constant price pressure, with 
periods of brief reprieve generally the result 
of disasters or other random events. Given 
that food is essential for life, it is urgent that 
the productive capacity of agriculture con- 
tinue to stay well ahead of immediate needs. 
Most agree that this important part of agri- 
cultural and food policy should be continued, 
despite its severe downward pull on farm 
prices. The mere presence of low prices is 
not the problem. What matters is how con- 
sumers respond in terms of the amount they 
arc willing to buy and how producers re- 
spond in terms of the amount they arc willing 
to produce next season. If consumers bought 
more of the lower priced goods and produc- 
ers cut their production, excess inventories 
would quickly vanish and prices would arrive 
at profitable levels once again. 

If this adjustment could take place in the 
agricultural sector, there would be no funda- 
mental price and income problem. This is 
exactly the way it works in most product- 
producing industries: consumers buy more 
and producers provide less in response to a 
drop in prices or increase in inventories or a 
drop in sales. Prices rise and prolltability re- 
appears. But as we have seen, neither the 
quantity of crops demanded nor the quantity 
supplied is significantly responsive to 
changes in price, so timely market self- 
correction does not take place. Total annual 
output remains relatively constant irrespec- 
tive of prices, the level of subsidies, or other 
sources of revenue. 

Even when individual farmers go bank- 
rupt. total output changes very little. In con- 
trast to other industries, where a plant closure 
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Box 3 — Food Consumption Patterns 

Although food demand in all countries Is fairly Inelastic, consun>ers In poorer nations tend to be more 
responsive to price and incon>e changes. As the Incomes of poorer consumers rise, they will shift their 
consumption away from lower valued goods and toward higher valued goods. Richer consumers are 
already consuming greater quanlitJes of hl^er valued goods, such as meat and dairy, therefore, an 
Income change does rtot affect their cortsumptlon levels as dramatically. Likewise, when there is a 
change in commodity prices, poorer consumers respond by substhutlng expenditures between foods, 
whereas richer consumers are less likely to alter their food group choices when prices change. In this 
manner, poorer consumers are said to be more income and own^Mlce elastic than richer consumers. But 
because food is a necessity, food demand Is considered ii>elastlc at any income level, as compared to 
other noTHvecessIty goods. 

A study by Regmi analyzed the consumption responsiveness of 115 countries by dividing them into three 
groups: high, medium artd low IrKome. The results confirm the hypothesis that poorer nations are more 
elastic In food demand. The table below shows that low-ir>come nations have an owr>i>rice elasticity of 
>0.75. meaning that for a one percent increase in food price, they will reduce the amount consumed by 
0.75 percent. High-income nations have an own-price elasticity of -03 for food. This nveans that they will 
only reduce their consumption of food by one-third of a percent when food prices rise by one percent 

Similarly, as Incomes rise In poorer nations, they spend a greater portion of the Increase on food, with an 
elasticity of 0.73. High income nations have a much lower Irtcome elasticity of 0.29. The decreasing 
elasticity of food as incomes rise results In poorer nations spending more than half (55 percent) of their 
Income on food while richer nations spertd 16 percent (Regmi et at). The poor tend to concentrate their 
diet on the cheapest food source, but as incomes rise, consumers diversify their consumption into other 
food groups. Therefore, some commodities such as meat artd fish have a high elasticity for lower income 
nations, but bask necessities like rice and flour have a lower elasticity. The table below provides esti- 
mated elasticities for a variety of commodities In poorer nations. 


iRaglon 

Commodity 

Owrt-Price 

Elasticity 

Incoma 

Elasticity 

Source I 

Low Incomo (32 countries) 

Food 

075 

0 73 

Regmi et al. 

Medium Income (41 countries) 

Food 

•0.60 

0.58 

Regmi et ai. 

High Income (26 countries) 

Food 

-0.30 

029 

Regmi el al. 

BrezU (low irtcome) 

Vegetables 


0.82 

Costa 

BrazU (low Income) 

Meats 


0.64 

Costa 

Malaysia 

Bread 

•1.04 

0.53 

Abdullah et al. 

Malaysia 

Rice 

-0.30 

021 

Abdullah et al. 

Malaysia 

Flour 

-0.48 

0.43 

AbduKah et aL 

VIetrtam (Red River) 

Rke 

-0.92 

0.43 

Minot and Goletti 

Turkey 

Bread 

•1.07 

0.38 

Akbay and Boz 

Indonesia 

Com 

•026 


RAP 

Indonesia 

Cassava 

■0.39 


RAP 

Indonesia 

Soybeans 

-0.78 


RAP 
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Why Are We In This Mess? 


means a reduction in industry si?^ because 
the land and other assets are sold to a differ- 
ent industry, crop acreage typically remains 
in production. It is merely tilled by someone 
else. A farm sale docs not typically reduce 
the si/c of the agricultural industry. In fact, 
output per acre may actually increase be- 
cause the new owner is a better manager or is 
better capitalized. 

The bottom line is this; regardless of the 
cause of decline in revenue, total crop output 
declines very little in response. Self- 
correction works no better on the demand 
side than on the supply side. To establish an 
agricultural policy based on the assumption 
that free market adjustments will occur 
within a reasonable time is not only naTve 
and ill-advised, it simply will not work. 
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US PRICES MAHER 


S prices for major commodities 
have a direct influer>cc on world 
prices. This section shows the 
strength of that influence and 
the impact of low US prices on small farmers 
and developing nations. In one sense, this is a 
foregone conclusion, because if the US price 
did not affect world prices, and specifically 
prices in developing countries, then other 
countries wouldn't be complaining about US 
subsidies or any US agricultural policies. 


us Commodity Price Leadership 

Current international grain markets arc 
oligopolistic, that is. a few dominant sellers 
influence the market. One. or a small number 
of poweriul sellers, sets the price and allows 
smaller suppliers to sell as much as they 
choose at that price. Several studies have 
used oligopoly models to describe the inter- 
national agricultural commodity markets 
(McCalla. 1966; Alaou/c cl al.. 1987; Brc- 
dahl and Green. 1983; Mitchell and Duncan. 
1987).” In these models, the US is described 
as a price leader, influencing the world price 
by its domestic price. Small suppliers face a 
perfectly price elastic export market, wherein 
they can sell as much as they can export at 
the leader-influenced price. The price leaders 
are “residual suppliers.” making up the dif- 
ference in satisfying import demand not met 
by the other exporters. Small exporters set 
their price slightly lower than that of the 
price leaders. Importers view price leaders as 
a last-resort seller at the highest (Mice. 


According to Mitchell and Duncan, who 
conducted extensive tests based on an oli- 
gopolistic model, the volume of a non- 
dominant nation’s exports does not depend on 
world demand. It can export all available 
crops at a given price. Conversely, the price 
leader's export volume rises and falls with 
world import demand. If world demand in- 
creases, it will increase its export volume. In 
times of contracting world demand, its ex- 
pwts diminish first. 

Mitchell and Duncan concluded that the 
US exhibited price leadership in the rice and 
coarse grain markets. In a later update of the 
Mitchell and Duncan studies. Ilellwinckel 
and De La Torre Ugarte (2003). in recording 
an additional 20 years of data, found that the 
US serves the role of price leader in the com, 
rice and cotton markets. 


us Price Influence: Supporting 
Evidence from Specific Countries 

One need only observe the behav ior of 
com and rice to conclude that the US impacts 
world prices, whether or not it is dominant 
by volume in a particular commodity. This 
section describes how US price leadership 
interrelates with major agricultural ex- 
changes in other countries, specifically, the 
extent to which US com prices affect com 
prices in major com export countries and in 
major com impon countries. Data and evi- 
dence on the price of US rice arc also intro- 
duced. W'hile the US is a major exporter of 
com. its export market share for rice is much 
smaller. These two extreme cases show the 



'* Kven tbdu^ iMcmUMal pain midcii arc oUpipolMK. omfets that ihM benefas of freer ttaik tend lo aaMme akooiBtic 
conpclilUe laaAcU. 
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US Prices Matter 


Figure 10 

US Corn Price and Argentina Corn Price 



U.S. Corn Pric« Argentine Corn Price 


There is a very strong relationship between the US 
corn price and Argentina's com price. Results of a 
price regression model Indicate that after accounting 
for US com stocks-tOHise, a one percent increase in 
the US price of com results In a one percent increase 
in the Argentine com price. 

The prices reported are the Argentina Buenos Aires 
FOB port price and the US Gulf ports export price. 


range of US influence on prices in other 
countries. 

The Case of Corn 

About 25 percent of US cropland is 
planted to com. yielding 9 to 10 billion bush- 
els per year valued at about $20 billion. 
About 20 percent of US com is exported. 
Com not exported is used for domestic de- 
mands or stoa*d for later use. Even though 
exports do not dominate US com demand. 
US com exports far outstrip com exports of 
all other countries. In 2001, the US ac- 
counted for two-thirds of world com ex- 
ports.'"* 

Relationship to Argentina Com Price Ar- 
gentina — which accounted for about 12.5 
percent of world com exports in 2001 — is 
America's primaiy competitor on the world 
com export market. Figure 10 shows the 
price charged by the two countries since 


1975. The Buenos Aires FOB port price and 
the US Gulf Port price seldom show much of 
a differential. 

A model was developed to determine the 
influence of the US com price and the US 
stocks-to-use ratio on the Argentine com 
price. According to the model results. 84 
percent of the variation in the Buenos Aires 
price was directly related to the Gulf Port 
price. A onc-pcrccnt increase in the US price 
of com results in a one-percent change in the 
Argentine price. 

Even trading practices of the major Ar- 
gentine commodity exchange highlight the 
influence of US commodity prices. The pri- 
mary commodity market in Argentina, the 
Mercado a Termino (MAT), operates on a 
schedule very similar to that of the Chicago 
Board of Trade (CBOT). despite a time zone 
difference of three hours. The MAT opens at 
1 1 :5S a.m. local time to ensure an opening 35 
minutes prior to the CBOTs at 9:30 a.m. 


The second leading com exporting country is Argentina, accounting Tor about 123 percent of world exports in 2001. Japan is 
the largest com importer, purchasing 21 percent of all com imports in 2001, followrcd b) Korea (I I pcrccno and Mexico <7.5 per- 
cent |. 
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US Prices Matter 


Rgure 11 

US Rice Price and Thailand Rice Price 



There is a strong relatiort^lp twtween the US rice 
price artd the rice price in Thaliand, the leading rice 
export country. Results of a price regression model 
indicate that a ten percent increase in the US price of 
rice results in a 4.7 percent Increase In the Thai rice 
price. 

The prices reported are the Texas Long Grain rice 
price (US) and the Grade B iOO% rice price (Thailand). 


U.S Rice Price ^—Thal Rice Price 


local lime, and it closes one hour before the 
CBOT. The opening and closing times of the 
MAT are adjusted by one hour twice annu- 
ally to correspond with daylight .savings time 
and standard lime in the US. a practice other- 
wise rare in Argentina. 

Relationship to Mexteo and PhillDPines 
Corn Price A second model was used to 
examine the relationship of US com prices to 
those of Mexico and the Philippines. The 
model compared the US com stocks-lo-usc 
ratio with the Mexican price, the lagged 
Mexican price, and a dummy variable indi- 
cating pre-NAFTA and post-NAFTA years. 
Model results indicated that a tcn-pcrccnl 
increase in the US com stocks-to-use ratio 
translates to a six-pcrccni decline in the 
Mexican com grain price. A tcn-pcrccnt 
increase in the price of US com results in a 
3.6 percent increase in the Philippine com 
price. 

The Case of Rice 

The US Is not a dominant exporter of rice 
by volume, yet is one of the most influential 
participants in the world rice market. Amer- 


ica harvests between 3.0 and 3.5 million 
acres of rice, averaging about 200 million 
hundredweight with a value of $1 billion 
(less than two percent of the value of the 
eight major US crops). Just over half is con- 
sumed in the US (55 percent in 2002). The 
rest is exported. In 2001, the US was the 
third leading rice exporter but with only a 10 
percent share, behind Thailand (31 percent) 
and Vietnam (14 percent). Six countries — 
Thailand. Vietnam. US. Pakistan. India, and 
China — accounted for about 80 percent of 
world rice exports in 2001 (Child. 2003). 

A model was developed to track the 
relationship between the US and the Thai 
prices. The Texas l^ng Grain rice price (the 
major US rice port price) and the Thai Grade 
B 100% rice price arc presented in Figure 1 1. 
Again, model results showed a strong corre- 
lation between the US price and the price of 
the leading competitor on that export market. 
Eighty-four percent of the variation in the 
Thai rice price could be explained by the 
Texas price and the US rice slocks-to-usc 
ratio, and a tcn-pcrccnt increase in the US 
price will result in a 4.7 percent increase in 
the Thai price. This correlation is compelling 
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US Prices Matter 


evidence that even where the US is not a 
dominant exporter, its commodity exchanges 
inHucncc world prices. 

The Role of Prices in the 
Developing World 

Fully % percent of the world’s farmers 
live in developing countries. In 58 of these 
countries, including the world’s poorest, with 
a population exceeding three billion, half or 
more of the work force is primarily depend- 
ent on agriculture (Tomich et a!., 1995). The 
World Bank estimates that a ten-percent 
growth in agricultural production in these 
countries could reduce the number of people 
living under the poverty line by as much as 
six to ten percent. Clearly, policy changes in 
America designed to foster agricultural pro- 
duction in the poorest nations could help to 
improve the livelihood of a significant por- 
tion of the world population. 

Of course. US policy is not the only 
factor influencing agricultural production in 
developing countries. Profitability, technol- 
ogy, credit, infrastructure, marketing effl- 
ciency. institutional development, all play a 
vital role. However, changes in most of these 
factors are not likely to be immediate and 
may take several years to have an impact.*^ 
On the other hand, changes in some factors, 
especially profitability, may have a direct and 
immediate impact on farmer welfare and 
a^icultural growth. Receipt of higher prices 
by farmers in developing countries could 
improve the w ell-being of billions of people. 
Because most of these countries do not have 
the resources to import enouj^ food, ade- 
quate domestic production is overwhelm- 
ingly essential. Earlier, evidence was pre- 
sented showing the role the US plays as a 
leader in worid agricultural commodity mar- 


kets. It is clear that US prices impact interna- 
tional and domestic prices around the world. 
The extent to which prices in a particular 
country are influenced by US policy depends 
on the degree to which its economy is open 
to trade. 

Farm Price Formation in a Small Court- 
try with an Open Economy 

A "smair country, as used here, means 
one w hose volume of imports or exports has 
no ability to impact world maritet price. Most 
developing countries are includc^d in this 
category. A country is a "net importer" of a 
commodity when domestic production is not 
sufficient to satisfy domestic demand at a 
given price. An agricultural producer in a 
small net importing country will most likely 
price goods according to the following for- 
mula: 

FpnxIiKcr ~ T mmu wfmioo) ( I hariff*) ” 

Mirurun 

This means that the price a domestic 
producer receives can be approximated by 
taking the prevailing world price plus the 
cost of transporting the crop to the border or 
local port, or the border price. Taxes and/or 
tarifls are added to the border price to arrive 
at that producer’s wholesale price. The 
wholesale price is reduced by an amount 
similar to what the intermediaries take as 
gross margin for marketing the farmer's 
production. The net result is the domestic 
producer’s price. Using a similar logic, it is 
possible to approximate the price to consum- 
ers by adding, rather than subtracting, a mar- 
keting margin charged by intermediaries for 
taking the product to the corresponding mar- 
ket. 

The price received by farmers could 
increase in several ways. First, it can follow 
rising world prices. Second, in the case of 


” The mosidiftcl connection hen^een US aitrkuhunl policy and developing countries bihroufh prices and marict acceu. 
Wliile marict access policies are certainly an important aspect of study ing the impacts of US agricultural policy on developing 
countries (especially in the case of cotloni they arc not the focus of this study . This effort deals exclusively m ilh US commodity 
policies that directly affect government payments and programs directed to US farmers. 


Rirthinlattx U.S. AgrlciJturui Palky Changing Course lu Secuiv Fitrmer U\viihaoJi H’urlthviJe 27 



98 


US Prices Matter 


imported commodities, prices would increase 
as tarifls or other taxes increase. Third, the 
net price received by producers could in< 
crease if marketing charges decline, if the 
country's marketing system is such that the 
impact of higher world prices or higher tar- 
id's is not transferred to producers, then inter- 
mediaries will have higher margins, and 
producers will not bcrtefit at all.'* As to pro- 
ducers in exporting countries, the formula 
can be simplitled as follows: 

l^pruduMT • P»0fW “ 

Producers can raise prices to follow an 
increase in world prices. The farmers will not 
benefit, however, if the gain is appropriated 
by the intermediaries. For farmers to gain, 
the marketing system should provide for the 
transfer of a large share of the price increase 
to farmers. 

Impact of Changing US Agricultural 
Policies 

Higher US prices would have their most 
direct impact by closing the gap between the 
cost of production and the market price in the 
US. This, in turn, would reduce the amount 
of US commodity dumping that occurs as a 
result of current US agricultural policies. 
Higher prices would provide a more level 
playing field for export competitors, while at 
the same time increasing competition be- 
tween US exports and local production in 
developing countries. Also, if the higher US 
prices are a direct consequence of reducing 
the production of major crops, the volume of 
US exports would also be reduced, opening 
export opportunities for other countries as 
well as opportunities for increasing local 
production. 


The effects of higher world prices would 
not be uniform, either across crops or across 
countries. Consequences would vary, de- 
pending on the nature of the crop (food or 
nonfood); the orientation of the country as a 
net exporter or importer; the particular char- 
acteristics of the domestic agricultural sector; 
and the overall economic, social, and politi- 
cal structure of the country. Still, it is possi- 
ble to identify how a redirection in US policy 
resulting in higher world prices could impact 
developing countries. Using the simplified 
version of the price formula (Pprodww ■ 
Pmmtw * higher world prices for any 

of the major commodities will increase in- 
comes for farmers around the world, as long 
as their internal marketing systems pass 
along a share to agricultural producers. 

If higher prices arc transferred to produc- 
ers, the area planted to these crops is likely to 
increase as farmers react to the higher prices. 
The increase in planted acreage would come 
from shifting acreage away from staple 
crops, from acreage dedicated to other crops 
or to sustain livestock activities, or from 
acreage previously idle. The higher prices 
would thus trigger re-allocaiion of acreage 
from other uses into major crops. This would 
result in hi^r prices for the non-major 
crops as well, since their production would 
be reduced by the loss of acreage. 

As acn.*age in other countries is shifted 
into major crops over time, the price gains 
could be erased altogether. In that case, the 
final outcome would be simply a worldwide 
reallocation of production without a signifi- 
cant price change. The net result to any par- 
ticular country would depend on the duration 
of the price and income increases and the 
ability of its economy to use short-term gains 
to foster economic development.'^ 


'* The incentive for the narketkig i)item to pnu on hi]{her world pries to producer! b a primary concern. Thu incentive b 
largely bavcdonihcdevrecofcanipetitivencuin (he food narfcuirqt tyitcRi. the numher of Aniu. individual and colkciive 
fimis* marhel power, etc. Thouyh not the wbject of thn <tudv, concenIrMwn. marie! ihnre. olifopolie>. artd monopolic! w iihin the 
global food marketing tyvicm arc very important bswes to study and nddreu. 

Though not the foctnofthearalysH prevented in Ihu study, thn concern b a critica) renum to examine the pouibiliCy and 
impacts of global cooperation in supply and inventory management over the long run. in addition to changes in US agricultural 
policy. 
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Moreover, as acreage shifts to the pro- 
duction of major crops, the prices of the other 
crops, especially staples, would rise as they 
become more scarce. Such a price increase 
could threaten the food security of a country. 
In the case of an exporter of major crops, a 
shift from acreage normally cultivated for 
domestic use to the production of exports 
could threaten the country's food supply. 
Shifts of acreage to major crops in countries 
with limited agricultural potential or those 
that are net importers of major crops could 
result in disaster. 

Since many developing countries are 
deeply in debt, overwhelmed by imbalances 
in export revenues, or suffer from exchange 
rate instability, higher world prices would 
play a vital role. If such a country is an ex- 
porter of major crops, increasing foreign 
earnings could improve its overall ability to 
import staple foods. On the other hand, real- 
locating acreage into an export crop previ- 
ously planted to crops for domestic use could 
diminish the availability of staples for the 
local population. As we have seen, in a net 
importing country, higiier world prices could 
increase local production only if the market- 
ing system transfers to fanners a significant 
share of the increase in w orld prices. 

Impacts on Small Farmers and Less 
Developed Countries (LDCs) 

The US, a first-tier commodity market, is 
one of the world's largest exporters of com, 
rice, sugar and cotton. Not surprisingly, 
when the US releases those commodities 
onto world markets at prices lower than the 
cost of production, it has a powerful depres- 
sive elTccl on second-tier commodity mar- 
kets. Though low prices affect all fanners, 
first-tier countries like those in North Amer- 
ica and Europe are better positioned to pro- 
tect their farmers from the adverse eflccts. 
First-tier farmers receive direct subsidies to 
compensate for the loss of income. Second- 
tier countries provide no such luxuries for 
their farmers. Chronically low prices can be 


devastating to farmer income and country- 
wide prospects for development. 

Mexico: Com Prices Halved. Tortilla Prices 
Doubled In Mexico, a second-tier country, 
depressed com prices work a double curse. 
Com is virtually a symbol of that country, so 
closely is it associated with the Mexican way 
of life. When the Mexican government 
opened its borders to inexpensive US and 
Canadian com under the North American 
Free Trade Agreement (NAFTA), the price 
of com plunged nearly 50 percent. Faced 
with half the price they were accustomed to 
receive, millions of Mexican farmers could 
not cover the costs of production. Many left 
their farms and migrated to cities to seek 
employment. Others expanded production 
where they could, even using erosive hill- 
sides (Nadal. 2(X)0). 

It is important to note that despite the 
price plunge and out-migration. Mexican 
com acreage and production levels remained 
nearly unchanged. Remaining farmers took 
over production and made less - or lost 
more - at the margin. At the same lime, con- 
sumer prices for an important Mexican staple 
rose dramatically. NAFTA’s requirement that 
Mexico remove the protection given to the 
production of com tortillas meant that tortilla 
prices were free to skyrocket. And they did. 
Consumer prices for tortillas, the staple of 
the Mexican diet, rose SO percent in Mexico 
City and even higher in rural areas. This 
commodity price/consumer price anomaly 
illustrates the folly of concluding that low' 
farm prices necessarily benefit consumers. 

Haiti: From Setf-Sufflclent to Malnourished 
In 1990, Haiti, another second-tier country, 
was nearly self-su(Ticient in providing its rice 
requirements. Today, after years of importing 
cheap rice from the US, Haiti's local produc- 
tion has collapsed. Its rice output is merely 
half of its 19W volume. The other half has 
been taken over by cheap US imports. The 
rice-growing areas of Haiti now contain 
some of the poorest and most malnourished 
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populations on the island. A once proud, 
nearly seir-sulTicicnt rice producer is now 
dependent on food imports. Sadly. Haiti's 
economy cannot cover the cost in the long 
term, because it will not be able to maintain 
the required stores of foreign exchange. Be* 
yond that, domestic production of other sta* 
pie foods is also losing the battle against 
competition from cheap foreign imports. As 
one Haitian farmer said of her situation: 
“While rice is so cheap, wc can never find a 
way out of our poverty. These imports make 
our lives impossible. I can no longer afford 
fertilizers, so I am producing less. My farm 
no longer grows enough even to feed this 
family. There is not enough money for health 
care and education (Oxfam International. 
2002 ).“ 

Africa and SE Asia In Downward Spiral 
Similar stories can be appealed in countries 
throughout the world. In 2001, the US sold 
its surplus wheat at 44 percent below the cost 
of production, com at 33 percent below, rice 
at 22 percent below, and cotton at a whop- 
ping 57 percent below (Ritchie ct al.. 2003). 
This hit the countries in west and central 
Africa like a hurricane, virtually all of which 
arc Least Developed Countries (LDCs). How- 
can these countries possibly compete against 
a price 57 percent below production costs? 

West and central Africa hardest nearly 
five percent of the world's cotton. Production 
in 2001/2002 was particularly good and 
would have been profitable if the interna* 
lional price had exceeded just 50 cents a 
pound (World Dank. 2002). Instead, because 
US cotton dcprcs.scd world prices, these 
countries suffered a loss of some USS 200 
million. Should present US policies remain, 
these countries haN C no hope of reN crsing the 
downward spiral they face in the cotton sec- 
tor. In Ghana, where local production costs 
for poultry run USS 1.29 a kilo, imported 
poultry is flooding the market at USS 0.65* 
1.00 a kilo. Then there is Vietnam. Its sugar 
industry, which offers a local price of USS 
278 a ton, must engage in the impossible task 


of competing with a world price of USS 210- 
218 a ton. 

As suggested earlier, when farmers need 
to make money, they tend to do what they are 
good at: plant crops they can sell. As small 
farmers increasingly focus on crops sold for 
cash, the amount of locally produced subsis- 
tence crops declines, making basic food more 
expensive and less secure. Poorer countries 
arc then forced to import food they arc other- 
wise well equipped to produce themselves. 
Indonesia is another example of this tragic 
twist. Until 1984, it was sclf*sufl1cicnt in rice 
production but is now one of the biggest 
importers of rice. This cycle of poverty will 
probably never turn around without a change 
of policy by America and the other first-tier 
countries. 

Everywhere, overproduction and low 
prices predispose first-tier countries to dump 
their excess, forcing formerly productive 
second-tier small farmers into poverty. The 
effects are pernicious where the developing 
country’s economy is already frail and the 
farmers arc operating with limited resources. 


US Prices Do Matter 

These analyses and other studies clearly 
allow the conclusion that the US is a world 
price leader. US prices directly impact those 
of other countries across a w ide spectrum of 
country-specific export/import situations. 
Thus there is no reason to doubt that domes- 
tic farm policies affecting prices move prices 
globally as well. While price is not the only 
thing that matters, it must be seriously dealt 
with where a change in American agricul- 
tural policy could make a vast difference in 
reducing poverty and increasing incomes 
worldwide. 

The radical shifl in US policy in the 1996 
Farm Bill has contributed to worldwide pov- 
erty and food insecurity. To prevent dumping 
and raise farmer incomes, the problem of low 
priccs in the US must be solved. Because the 
US price matters, it is crucial that policy 
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makers appreciate the depressing effects our 
policies have reaped. 

It is not difficult to sec that higher farm 
income and production that trails a rise in 
world prices would improve the livelihood of 
agricultural producers. If these conditions 
continued, they could introduce economy- 
wide improvements and higher incomes for 
the overall population. The higher income 
might more than make up for the likely in- 
crease in food prices. 

Developing countries are normally un- 
able to establish safety nets for displaced 
farmers or assist the urban poor in managing 
increases in food costs. A developing coun- 
try. therefore, should manage the opportuni- 
ties afforded by a rise in world prices. Its 
local marketing system should be designed to 
transfer price changes equitably among pro- 
ducers and consumers. Pursuing trade and 
agricultural policy changes without address- 
ing adjustment costs, inefficiencies or unfair 
concentration of benefits could turn an eco- 
nomic opportunity into a severe setback. 

In summary, higher world prices could 
increase the revenues of local farmers in 
developing countries. Whether or not the 
farmers benefit, though, is strongly influ- 
enced by the ability of the internal marketing 
system to transfer the gains to producers. 
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THE 2002 FARM BILL 


Ik- 2002 Farm Bill contains the 
policies governing American agri- 
culture today. Scheduled to re- 
main largely unchanged through 
2007. the Bill continues and expands the 
programs introduced in the 19% Farm Bill. 
The deliberate design is to allow prices to Tall 
as low as market and weather conditions will 
permit. Three safety net mechanisms appear 
in the form of income support programs; ( 1 ) 
continuation of the direct payment pro- 
gram;" (2) a new counter-cyclical payment 
program;'* and (3) continuation of the mar- 
keting loan program, which authorizes pay- 
ment of loan deficiency payments and mar- 
keting loan gains.^ 


More of the Same 

Like its 19% sister Bill, the 2002 Farm 
Bill leaves no policy mechanisms in place to 
control production. Acreage set-asides are 


absent, although the long-term removal of 
environmentally sensitive lands through the 
Conservation Reserxe Program is extended 
and expanded. Nor are there safeguards to 
prevent crop prices from falling even below 
their current lex-els. i.e., no price supports via 
non-recourse loans. ()n the flip side, there are 
no policy mechanisms in place to prevent 
crop prices from skyrocketing should a catas- 
trophic event cause a severe shortage of 
stockpiles. 

The 2002 Farm Bill authorizes a new 
Conservation Security Program, which 
makes direct payments to farmers for conser- 
vation practices on working farmland. Fund- 
ing authorization for existing conservation 
programs is increased.^' Emphasis is shifted 
away from retiring environmentally sensitive 
lands in favor of improving environmental 
performance on lands in cultivation. In addi- 
tion to commodity policies continued from 
the 19% Farm Bill, the 2002 Farm Bill in- 
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eludes export credit guarantee programs, 
expanded food assistance and export promo- 
tion programs, and land conservation and 
environmental improvement incentives, 
among other diverse measures. 

Absent any major unanticipated supply 
or demand shihs. like widespread drought, 
the 2002 Farm Rill essentially guarantees the 
continuation of low agricultural prices. Com- 
pensation will continue for American farmers 
for unsustainable prices and inadequate in- 
come through large direct government pay- 
ments. The impact of low- prices on agricul- 
tural markets or incomes in other countries is 
simply not a consideration in current US 
policy. 


Implications for Farmers 

Assuming that the policies mandated by 
the 2002 Farm Bill remain in place, how^ will 
US agriculture faa* over the next decade? 
Based on the 2003 US Baseline for the agri- 
cultural sector provided by the Food and 
Agricultural Policy Research Institute 
(FAPRI), a simulation was estimated using 
the POLYSYS model (additional information 
about the POLYSYS model is available in 
Appendix C). This simulation projects the 
performance of the US agricultural sector 
under the continuation of the status quo in 
US farm policy. 

Annual projections for US acreage 
planted to the eight major crops, prices for 
Five major crops, net farm income, and gov- 
ernment subsidy payments arc presented in 
Box 4. 

Under a continuation of the status quo, 
acreage planted to the eight major crops is 
projected to remain nearly constant, varying 
by only a half million acres (much less than 
one percent) from 2003 to 201 1 . The share of 
total acreage planted to each of the major 
crops is also projected to remain nearly con- 
stant. Soybeans show the largest acreage gain 
over the nine years, increasing about five 
percent. 


Prices of com, wheat, and soybeans are 
flat over the projection period. Cotton and 
rice prices increase about 25 percent between 
2003 and 201 1 — driven by FAPRl-cmbedded 
assumptions of a hi^er volume of exports 
in the case of cotton, and growih in domestic 
consumption in the case of rice. 

Continuation of 2002 Farm Bill policies 
results in relatively constant net farm income, 
ranging between $46 billion and S52 billion. 
Increasing net farm income in the early simu- 
lation years is primarily due to rising prices 
and large government payments. Leveling 
prices and government payments coupled 
with rising production costs contribute to 
lower net farm income in later simulation 
years, averaging around $46 billion to $47 
billion between 2007 and 201 1. 

Since prices do not change dramatically 
throughout the period, government payments 
continue to be a significant component of net 
farm income. Through 2006, government 
payments arc expected to average above $20 
billion per year. As slight gains in prices 
occur in later years, total government pay- 
ments level off around SI8.5 billion annu- 
ally. Annual direct (decoupled) payments 
remain level around $5 billion throughout the 
period. Loan deficiency payments (LDPs) 
decline from over $7 billion annually to un- 
der $5 billion as prices rise slightly and 
counter-cyclical payments also decline from 
about SS billion to under $4 billion. 

The FAPRI projections arc not surpris- 
ing. Absent any major unanticipated supply 
or demand shifls, aggregate crop acreage will 
remain nearly unchanged through 2011. al- 
thou^ the crop mix adjusts at the margin. 
Crop prices remain generally flat and low', 
except for increases in cotton and rice prices. 
Therefore, a continuing burden on scarce 
budget dollars to compensate US farmers for 
low prices is assured, yet government subsi- 
dies will do little to relieve the economic 
sta'ss in the US agricultural sector and in 
rural areas in general. 
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Box 4 — Continuation of the Status Quo 


The following figures show 10-year proJectk>ns for major agricultural sector variaWes assuming that the 
policies In the 2002 Farm Bill remain in place. Planted acreage Is projected to remain nearly constant, 
declining one half million acres or two-tenths of a percent over the next decade. Prices of feed grains 
and soybeans are projected to remain relatively flat while cotton and rice prices are projected to in- 
crease substantially. Realized net farm income Is at $46.5 billion in 2003 and rises to $52 billion in 
2005 before declining and leveling off between $46 billion and $47 billion through 2011. Government 
commodity program payments are expected to remain around $21 billion per year for the next few years 
before peaking at $22.7 billion In 2005 then declining to around $18.5 billion per year through 2011. 
Simulations are based on the 2002 FAPRI Baseline Projections for the Agricu/ture Sector. 


US Acreage Planted to the Eight Major Crops 
Under Current Farm Policy. 2003*2011 


lllllllll 

■ -lEiliOBf ES 


Projected Prices of Five Major Crops Under 
Current Farm Policy. 2003*2011 
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In summary, (he 2002 Farm Bill will no( 
cause a departure from the low commodity 
prices that have persisted since (he mid* 
1990s. It continues the approach of making 
up losses in net farm income in (he US with 
government subsidies. Its provisions offer 
little by way of improving the economic 
welfare of farmers in developing countries, 
whose production is cither threatened by 
low-priced imports, or whose revenues are 
curtailed by the woefully inadequate prices 
for (heir exports. Market prices will languish 
below the cost of production, and American 
commodities will be dumped on world mar- 
kets, further weakening the position of poor 
farmers around the globe. 
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CONFLICTING VIEWS: 

HOW TO FIX BROKEN POLICY 


early everyone with a stake in 
agriculture agrees that persistent, 
low prices negatively afTcct 
American farm income and dis* 
propoflionaiely afTcct income in some of the 
poorest regions of the world. But difTering 
perspectives abound as to v^hat causes the 
low prices and high subsidies and what could 
or should be done to restore prosperity to the 
farming sector in the US and elsewhere. 

Brief summaries of the prevailing view-s 
of the agricultural crisis an.* included in Ap> 
pendix C. Based on prirKiplcs found in most 
every introductory economics textbook, these 
views focus on specific a.spects of agricul- 
tural markets, or they make implicit (or ex- 
plicit) assumptions about market responses 
that lead to explanations of the current low 
emnmodity price situation. And they propose 
ultimately unconvincing solutions to the pal- 
pable problems plaguing world agricultua*. 


The Free-Market Solution 

The most commonly held view among 
commentators is that high subsidies paid to 
farmers in developed countries are responsi- 
ble for overproduction and low prices. As 
evidence, they point out that subsidies rose 
sharply at precisely the lime |mces plum- 
meted. Hence subsidies cause low prices. 
Subsidies are believed by many economists 
to be “trade distorting" and an absolute nega- 
tive. While subsidies arc not necessarily pro- 
hibited by current trade libcrali/ation hume- 
works such as the WTO, they are generally 
limited and. at best, frowned upon. It is ar- 
gued that subsidies arc proof that government 
intenention in the agricultural “free market" 
creates economic incITicicncics. 


Proponents of this view hold that if agri- 
cultural markets arc allowed to woric freely, 
the agricultural sector will prosper. So that 
farmers, agribusinesses and consumers can 
make cfficicni decisions, it is necessary to 
eliminate any government actions that may 
interfere with market signals. The expecta- 
tion is that all market forces — supply, de- 
mand. price, and structure — will respond to 
free market signals and adjust in a timely and 
efficient manner. 


The Farmer-Oriented Solution 

This view asserts that prices fell because 
the US eliminated policy mechanisms to 
manage productive capacity, and it recog- 
nizes the unique characteristics and nature of 
agricultural markets. Its advocates, noting 
that food production is central to human life, 
argue that governmental and business invest- 
ments will increase agriculture's ability to 
produce more, better and safer food. They 
also recognize that neither agricultural supply 
nor demand, especially in the aggregate, is 
very responsive to changes in price. Ilie ex- 
pectation is dial the agricultural sector will 
not respond to free market signals and adjust 
in a tintely and clUcieni manner absent gov- 
ernment intervention. This perspective comes 
dow-n in favor of the need for government 
policy to manage productive capacity . 

These two rival positions imply quite dif- 
ferent policy prescriptions. The conventional, 
free-market view calls for eliminating mar- 
ket-distorting subsidies and government im- 
posed protective measures. The farmer- 
oriented approach requires country-specific 
government policies that can manage — 
effectively and timely — the use of productive 
capacity. 
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WHAT IF WE GET RID OF SUBSIDIES? 


hile evidence points to low 
prices as the cause of high 
subsidies in the US. many 
experts around the world see 
just the opposite: that US subsidies arc a 
major cause of low world prices. If this is 
true, then efiminating subsidies should cause 
an ai^reciahle increase in prices. Those 
who seek to strengthen the “inxisiblc hand“ 
of unshackled market forces call for the im- 
mediate demise of all direct government 
payments, insisting that a non-subsidi/ed 
American a^cultural sector would work its 
way to a new equilibrium. They predict tlial 
US production would decline drastically, 
causing US prices and. consequent!)', world 
prices, to rise. This position is the one taken 
by the World Trade Ogani/ation (%TO). 
Their goal: to liberalize trade in agriculture 
and remove market-distorting subsidies. 
Given the strength of the trade liberalization 
movement, this approach is receiving consid- 
erable attention around the globe and has a 
number of su|^rters. 


Worldwide Price Impacts 

The Inieniational Food Policy Research 
institute (IFPKI) recently conducted a study 
examining the elTects of various trade liber- 
alization scenarios on world ctMnmodity 
prices (IFPRl. 2003). Using the IMPACT 
agricultural sector model. IFPRI looked at 
the country -level and regional effects of trade 
policy scenarios on 16 commodities. One 
scenario required developed countries to 
remove protectionist measures and trade- 
distorting subsidies, or ‘'price wedge** subsi- 
dies (producer and consumer subsidy equiva- 
lent price differences between domestic and 
international prices) by 2006 wliile develop- 


ing countries maintain their existing policies. 
In removing all protectionist measures of 
every kind, this study sets an even stricter 
standard than simply eliminating US subsidy 
programs. The effects on world and regional 
prices are shown in table 2. The bottom line: 
the much predicted price increases failed to 
appear appreciably or quickly. 

World com prices experienced the laig- 
est gain among the cereals. Note that aOer 20 
y ears, the extent of the price incieasc is less 
than 3 percent. The US experiences a price 
drop of 9.5 percent by 2020. while com 
prices in identified developing countries 
increase between 2.4 and 2.6 percent. These 
mere traces of price movement after 20 years 
would be of little help in improving incomes 
of farmers in developing countries. 

Other commodities arc affected even 
less. Rice prices rose only 1.6 percent by 
2020. fhe price of rice in the US declined 4.2 
percent over the period while it increased 
between 1. 1 and 1.6 percent in developing 
countries. The impact on wheat and other 
coarse grains is smaller still: a world price 
irKrease of 0.8 percent for wheal and 1.1 
percent for other coarse grains by 2020. 

The picture for meat and dairy commodi- 
ties is entirely difTcrcnl. Baseline policies 
cause larger trade distortions for meal and 
milk compared to cereal. Thus, it is no sur- 
prise that starling from a high level of trade 
di.sionion, the complete removal of all pro- 
tective policies results in significant price 
impacts. World dairy prices experienced the 
largest change. irKrreasing 19.2 percent by 
2020. World prices of beef, slteep and goats 
irvereased S.2 percent by 2020. World poultry 
prices increased 3.8 percent and poik only 
0.4 percent by 2020. 
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Table 2 

Effects of Developed Country Trade Liberalization on World Prices and Regional Producer Prices. 
2020 (Source; IFPRI. 2003) 


BCMllM. 1997 


Devetoped Country Subsidy Blmlrtatlon. 

2020 

WorW/ Pro<lucer 
Prte*" 

Workt Price 

% Change from 
Baseline 

% Change from 

Producer Price Baselne 

BMt 

1.74S 

1.839 

5.2% 


Pork 

2.245 

2.254 

0.4% 


PouHry 

716 

743 

3.8% 


$k«tp& Goats 

2.841 

2.969 

5.2% 


Milk 

292 

348 

19.2% 


WTioal 

123 

124 

0.8% 


Rtoa 

252 

256 

1.6% 



USA 

214 



205 

-4.2% 

Monico 

196 



199 

1.5% 

other Latin America 

196 



199 

1.5% 

Central & W. Sub-Saharan Africa 

178 



180 

1.1% 

Southern Sub-Saharan Africa 

141 



143 

1.4% 

Inboneela 

192 



195 

1.6% 

Thailaod 

194 



197 

1.5% 

Ptkil^plnes 

224 



227 

1^% 

Vtetnam 

220 



223 

1.4% 

Com 

104 

107 

2.9% 



USA 

95 



86 

-9.5% 

Mexico 

80 



82 

2.5% 

other Latin America 

77 



79 

2.6% 

CW Africa 

40 



41 

2.5% 

Southern Africa 

42 



43 

2.4% 

Inrionesla 

76 



78 

2.6% 

Thailand 

80 



82 

2.5% 

Philippines 

U7 



120 

2.6% 

Vietnam 

80 



82 

2.5% 


(1) Prices afB in USS per metric ton 


US Price Impacts 

Simulations were conducted using an- 
other model. POLYSYS (sec appendix C), 
assuming the removal of US marketing loan 
payments (loan deficiency payments and 
marketing loan gains), counter-cyclical pro- 
gram payments, and direct payments by 
2003. Other government payments, including 
environmental and conservation programs 
and subsidies on commodities not included in 
this study (e.g., dairy, .sugar, wool and mo- 
hair. honey, minor oilseeds), remain and are 
paid at ilte levels set by the 2002 Farm Bill. 


While it is not realistic that all govern- 
ment commodity program payments would 
be eliminated in one year, this simulation 
demonstrates that the removal of government 
supports will result in an unambiguous and 
dramatic reduction in net farm income. The 
modest changes in price cannot make up for 
the lack of government payments: farmer 
income would drop 25 to 30 percent under 
this scenario. 

In the US, the most dramatic result of 
eliminating government payments — between 
$13 and $18 billion per year — is a loss of 
$11 to $15 billion in net farm income, fully 
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Table 3 


POLYSYS Simulation Results Under the Subsidy Elimination Scenario and Percentage Changes 
from the Baseline Scenario for Planted Acreage. Price. Net Farm Income, and Government 
Payments. 2003-2011 



2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

201l| 

Planted Acreage (mil. ac) 

Cam 

81.2 

79.2 

78.7 

78.2 

78.4 

79.5 

78.8 

79.9 

78.8 

% diange from basotine 

1% 

Ob 

Ob 

Ob 

lb 

lb 

lb 

Ob 

Ob 

Wheat 

63.5 

61.2 

61.2 

61.2 

61.5 

61.1 

60.8 

61.2 

614 

% change from basetine 

1% 

Ob 

Ob 

Ob 

Ob 

Ob 

Ob 

Ob 

Ob 

Soybeans 

72.7 

74.1 

74.9 

75.4 

75.9 

75.1 

76.6 

75.6 

77.4 

% change from bas^itta 

Ob 

Ob 

lb 

Ob 

Ob 

Ob 

Ob 

Ob 

Ob 

Cotton 

13.0 

13.8 

13J 

13.8 

U.4 

13.6 

U.7 

13.7 

U.6 

% change from baaoUno 

•12b 

•7b 

■7b 

•7b 

•7b 

-6b 

-sb 

•Sb 

8b 

Rice 

2.8 

2.9 

3.1 

3.1 

3.0 

3.0 

3.0 

3.0 

3.0 

% change from baactina 

-14b 

-9b 

-5b 

-7b 

•7b 

-6b 

-6b 

-5b 

-5b 

Season Average Price 

Com ($/bu) 

$2.03 

$2.12 

$2.09 

$2.19 

$2.21 

$2.24 

$2.28 

$2.25 

$2.23 

% change from basaltna 

•2b 

•2b 

-lb 

•2b 

•2b 

•2b 

•3b 

•3b 

•3b 

IMeat (S/bu) 

$2.80 

$2.85 

$2.80 

$2.87 

$2.89 

$2.89 

$2.94 

$2.97 

$2.94 

M change from baaaiina 

•2b 

•lb 

•lb 

Ob 

•lb 

•lb 

Ob 

Ob 

Ob 

Soybeans ($/bu) 

$4.80 

$4.96 

$4.71 

$4.88 

$4.89 

$5.14 

$5.07 

$5.is 

$5.04 

% change from basehne 

Ob 

Ob 

Ob 

-lb 

Ob 

Ob 

Ob 

lb 

lb 

Cotton (S/lb) 

$0,492 

$0,498 

$0,518 

$0.6U 

$0,547 

$0,576 

$0,593 

$0,600 

$0,604 

K change from baseline 

12b 

12b 

12b 

10b 

Ub 

lOb 

8b 

7b 

9b 

Rice ($/cwt) 

$5.80 

$6.12 

$5.81 

$5.90 

$6.20 

$6.41 

$6.68 

$6.74 

$6.82 

% change from baseline 

17b 

19b 

11b 

lib 

13b 

12b 

12b 

10b 

9b 

Net Farm Income (mil. $) 

33,590 

35.483 

36,794 

35.843 

35.026 

34.118 

34.313 

34,664 

36.060 

% change from basetina 

-28b 

•30b 

•29b 

•29b 

•26b 

•27b 

-26b 

-25b 

•2Sb 

Qov. Payments (mil. $) 

8.344 

4.191 

4.615 

3.733 

3.908 

3.916 

3.974 

4,112 

4.238 

% change from baseline 

•61b 

•81b 

•80b 

-82b 

•79b 

-80b 

•79b 

•78b 

•77b 


25 to 30 percent. Since only minor changes 
in price occur under this scenario, it is evi- 
dent that most of the income loss results from 
the elimination of direct government pay- 
ments. In summary, discontinuing govern- 
ment payments influences two groups of 
crops diflcrently. but results in an unambigu- 
ous and dramatic reduction in net farm in- 
come. Acreage for rice and cotton declines. 
Consequently, their market prices rise. Com, 
wheat, and soybeans experience some in- 
crease in plantings, and their prices decline, 
althougli slightly. 

This result is not particularly surprising, 
given the nature of agricultural supply and 
demand. As we have seen, the total supply, 
or acreage, of major commodities taken to- 


gether is not very responsive to changes in 
price, and the aggregate of the demands on 
major commodities, domestic and exported, 
does not increase significantly when prices 
arc low'. 

Long run adjustments are likely to occur. 
If prices continue at ver>’ low levels without 
subsidies or other relief for farmers, produc- 
tion w'ould eventually decline. Land prices 
would drop sharply. Capital resources would 
move out of agriculture and into other indus- 
tries. Aggregate acreage would contract. 

Disagreement arises as to how soon the 
acreage reduction would lake place and how 
extensive it would be. Some argue that the 
shock of sudden and substantial declining 
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revenues would force large quantities of land 
out of production quickly. Severe adjust- 
ments would occur in rural communities, 
including wide-spread bank failures. But if 
farmers remain true to past behavior, they or 
their replacements would try to find ways to 
cover the variable costs of producing on most 
of the land currently under cultivation. After 
a number of years and several waves of land 
price reductions, more significant quantities 
of land would come out of production, espe- 
cially in areas of lowest yield. But this mar- 
ginal cropland would likely be abandoned 
after the analysis period considered in this 
simulation. 

As to loss of acreage, remember that 
large agribusiness interests in the US have an 
incentive to maintain productive capacity. It 
is entirely possible that production would be 
maintained through farmer contract arrange- 
ments with large agribusiness enterprises, 
similar to those currently pervasive in the US 
poultry industry. 

Supporting Evidence from Other 
Countries 

Over the last few decades, several coun- 
tries have moved toward policies of reducing 
government involvement in agricultural mar- 
kets. Canada. Mexico and Australia have 
established track records of fewer govern- 
ment controls and freer markets. 

Changes in commodity production in 
these countries are the result of a complex 
array of factors. However, evidence clearly 
indicates that removal of and reductions in 
subsidies have not led to significant drops in 
production. In fact, production increased in 
several cases. Titese observations support the 
IMPACT and POLYSYS models' results that 
eliminating subsidies will not signiftcanlly or 
quickly reduce production or increase prices. 

The Canadian Experience 

Huge increases in Canadian agricultural 
subsidies through the 1980s contributed to 


less than a three-percent rise in the number of 
acres cultivated. Then, fiscal deficits in the 
1990s forced a 35 percent cutback in Can- 
ada's support programs over a three-year 
period. Tite most notable was the erasing of 
all subsidies for grain transportation in 1995. 
This and other significant reductions in gov- 
ernment support levels between 19% and 
2001 resulted in less than a one-percent de- 
cline in farmland use. 

The Canadian experience drives home 
yet again that cropland will remain in pro- 
duction. despite major subsidy cuts. But the 
mix of crops farmed did change significantly 
in direct response to government policy 
changes. Three crop groups historically ac- 
count for just over half of Canada's total 
farmland: (1 ) wheat, (2) selected grains (oats, 
barley, and com), and (3) selected oilseeds 
(principally canola but also including flax- 
seed. soybeans, sunflower, and mustard 
seed). 

Figure 12 shows the Canadian acreage 
planted to each of these three crop groups 
since 1981. Between 1991 and 2001. acreage 
of Canada's leading crop, wheal, declined 23 
percent. The elimination of subsidies for 
grain transportation in 1995 was a major 
contributor to this significant shift. Over the 
same period, oilseed production increased 
143 percent. While the crop mix changed as 
relative prices and program payments 
changed, aggregate land in production 
changed little. 

The Australian Experience 

The Australian experience again demon- 
strates the tendency of farmers to continue to 
produce as much as they can. even when 
faced with declining government subsidies. 
Since 1991, despite continuing low world 
prices, planted areas of wheal, coarse grains, 
and oilseeds have increased more than 56 
percent in Australia, as shown in Figure 13. 

The Australian experience illustrates an 
interesting relationship between the crop and 
livestock components of Australia's agricul- 
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Figure 12 

Canadian Farmland Planted to Major Crop Groups. 1981*2001 

Between 1991 and 2001, Canadian wheat acreage 
declined 23 percent. Much of the lost wheat acreage 
was converted to oilseed production. Total oilseed 
acreage Increased 143 percent between 1981 and 
2001, now accounting for 8.5 percent of total 
Canadian farmland. Oilseed gains were primarily In 
canola and soybeans. 

Source: AgrtcuHure Canada 


1981 1906 1991 1996 2001 
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Figure 13 

Total Planted Area by Crop Group. Australia. 1981-2002 



1981-85 19e&90 1991-95 1996-00 2001-02 
|Wheat HCoarse Grains ^Oilseeds 


Total planted area In Australia has more than doubled 
since the 1960s. Increasing nearly 50 percent since 
the early 1990s. The Increase since 1991 has been 
driven by the reduction In wool subsidies and 
declining sheep numbers. Sheep farmers have 
converted pastures to crop production. 

Coarse grains includes barley, oats, sorghum, maiie, 
and triticale. 

Oilseeds includes canola, cottonseed, linola. linseed, 
peanuts, safflower, soybeans, and sunflower. 

Source: Australian Commodity Statistics 2001. Australian 
Bureau of Ag and Resource economics 


(ura) .sector. Australia is the world’s leading remain in agriculture and continue to produce 

supplier of wool with sheep production rep- as much as they can — even in the face of 

resenting a large share of agricultural re- declining prices and declining subsidies — as 

ceipts. The Australian government's support long as they can. 

for wool production collapsed in 1991. con- 
tributing to a 31 percent decline in sheep The Mexican Experience 
inventories since 1991. Faced with declining Mexico's four major crops— com. dry 

government supports for wool, sheep farmers beans, grain sorghum, and wheal— account 

converted significant pasture acreage to crop for about 80 percent of the total harvested 

production. This experience provides further area, with green coffee and sugarcane corn- 

evidence for the observ'alion that farmers will prising an additional nine percent. Total har- 
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Figure 14 

Mexico's Total Harvested Land by Crop. 1981-2001 



Mexico's four ma|or crops-corn. dry beans, ^ain 
sorghum, aixl wheat-account for about 80 percent o 
the total harvested area, with green coffee and 
sugarcane comprising an additional nine percent. 

In the early 1990s. Mexico virtually eliminated price 
supports for major crops in transition to a more 
liberalized agricultural economy. 


1961-65 1986-90 1991-95 1996-00 2001-02 

■ Corn ■ Dry Beans ■ Sorghum 

tMicat gCreen Coffee ■Swgarcaiw 


NAFTA was Implemented In 1994. allowing 
importation of US com. 

Source; SIACON; FAO 


vested area and the share of the six major 
crops is sho^^'n in Figure 14. 

Mexico's harvested acreage data reveal 
an upward trend since the 1980s. Notably, 
com acreage has increased nearly 1 8 percent 
since 1986. This increase in acreage has 
occurred over a period of significant reduc- 
tions in Mexican government supports for the 
agricultural sector and also a period of sig- 
nificant increases in foreign competition 
inside Mexico. 

Beginning in the early 1990s, Mexico 
eliminated supports for some commodities, 
reducing the number of commodities eligible 
for price supports from twelve to three. Re- 
maining price supports were converted from 
per-unit to per-acre to conform to trade libcr- 
ali7.ation pressures. 

Additional and more significant program 
support reductions followed in the mid- 
1990s. Implementation of a new government 
program in 1994, PROCAMPO. moved sup- 
ports in the direction of direct, decoupled 
income transfers. More importantly, imple- 
mentation of the North American Free Trade 
Agreement (NAFTA) in 1994 called for 
phasing out import quotas for US commodi- 
ties. The stated objective of NAFTA was to 
allow the Mexican agricultural sector to 


profit from liberalized trade. The obserxed 
result has been increased domestic produc- 
tion of basic crops, including com. despite 
unprccedenicd access to cheaper foreign 
imports of major commodities. Confronted 
with sharply lower prices, declining govern- 
ment support, and new trade liberalization 
measures, acreage and production of tradi- 
tional crops in Mexico has continued to in- 
crease. 
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A FARMER-ORIENTED POLICY BLUEPRINT 


ithou^ touted widely as “the" solu* 
tion to the current agricultural crisis, 
eliminating subsidies in the US or 
even in all developed countries will 
not result in timely price increases of a mag> 
nitude that could help the world's large 
population of small farmers. Subsidy elimi- 
nation would cause a shift in the mix of crops 
produced and. therefore, some relative 
changes in prices, meaning that some farmers 
and countries will be helped amt others 
harmed. But the overall impacts are negligi- 
ble. (k'tting rid of subsidies will certainly not 
result in the levels of agricultural prosperity 
claimed by its advocates. 

Well, if phasing out subsidies will not 
solve the problem, what will raise prices and 
improve the lives of farmers? One compel- 
ling option is to explore the use of price- 
enhancing and stabilizing mechanisms from 
the rich history of American agricultural 
policy in addressing today’s failures. The 
changes of the late 20* century were dris en 
by the belief that the upswing in exports 
resulting from lower prices would u.dier in a 
booming agriculture sector. The lower prices 
have, indeed, occurred, but a boom is no- 
where to be seen. 

One saving course of action is to redirect 
the goal away from low market prices and 
hi^ subsidies and toward managing produc- 
tive capacity. Managing the excess is an 
explicit recognition that the farming commu- 
nity is not capable of a timely response to 
changes in supply and demand. Carefully 
crafted and implemented policies can provide 
a reasonable and sustainable level of farm 
prices and income, a higher level of stability, 
increased dependence on market revenues 
and less reliance on government payments. 
An appropriate cluster of policies could im- 


prove die position of American farmers and 
provide relief to farmers around the ^\orld. 


A Policy Blueprint 

The idea is to increase market prices to a 
reasonable and sustainable band and then 
manage the excess. Several combinations of 
policy tools show promi<>e as paths to achiev- 
ing this objective. This study idcntiiles and 
analyv.es orte such combination. It includes: 
( I ) acreage diversion through short-term 
acreage set-asides and longer-term acreage 
reserves; (2) a farmer-owned food security 
reserve; and (3) price supports througli gov- 
ernment commodity purchases. 

No single policy instrument is powerful 
enough to address the complicated issues 
presented by the current crisis. The policy 
blueprint illustrated here consists of se>’cral 
instruments working together. This blueprint 
is not meant to exclude other policy mecha- 
nisms that may be able to achieve the goals 
of higher and stable prices. Rather, it serves 
as a starting point for evaluating the potential 
for alternative policy diivctions to bring 
about positive changes. 

Diversion of Acreage 

The divened-acreage component in- 
cludes a short-term annual set-aside program 
and a long-term land retirement program. 
Acreage retirement would reduce excess 
production and improve environmental per- 
formance. Farmers would be encouraged to 
retire environmentally sensitive croplarnl for 
ten or more years and institute conscr>'ation 
or restoration practices on the retired land. 
This policy is currently in operation as the 
Conscr>ation Reserve Program (CRP). 



KtihitiHiiti U S. Anrinitliinil Palkf Chmvtttg Conran «u Sre^ Ftwmer Uvrlihiiah d J 





114 


A Farmer*Oriented Policy Blueprint 


Short-term set-asides would avoid the 
occurrence of vcr>’ low prices by inducing 
farmers to idle a portion of their working 
cropland. As the average market price falls 
below a threshold, a set-aside rate is trig- 
gered. Ilie set-aside rate is the portion of a 
producer's cropland that must be idled for 
that crop year. Participation of farmers in the 
set-aside program would be a prerequisite to 
their receipt of farm program benefits. It is 
c.xpected farmers would idle some of their 
less productive cropland, thereby reducing 
the effectiveness of the set-aside program. 

Food Stock Management 

The second element of the blueprint is a 
food stock or inventory management reserxe 
program. Stock reserves would reduce the 
frequency and size of price spikes for the 
major commodities. Historically. large price 
spikes puli idle or new cropland into produc- 
tion. As seen earlier, newly introduced acre- 
age will tend to remain in production even as 
prices fall. 

When prices arc below the dedned 
threshold level, producers would enroll a 
share of their production in an on-farm stor- 
age program. The farmer holds the commod- 
ity on rcseivc, isolating it from the market, in 
exchange for a storage payntent from the 
government. The farmer maintains full own- 
ership. >^'hcn the price increases beyond a 
threshold price — called the "release price" — 
producers are given strong incentives to sell 
reserves until the price drops. Handled in this 
manner, the reserve becomes a genuine price 
support mechanism, effective according to its 
size. Because the size of most reserves would 
be limited, the reserve operates as a tempo- 
rary weapon against depressed prices. The 
expected short duration of specific reserves 
works to limit the government's storage pay- 
ments. 

Price Supports 

The third element — a price support 
mechanism — would trigger government pur- 


chases of commodities from the market when 
the price falls below the threshold. The price 
support comes into play only when sct-asidcs 
“miss” a low price event. Since the pur- 
chased stocks would be owned by the gov- 
ernment. they would be the first to return to 
the market when the price increases beyond 
the release price. The purchased stocks pro- 
vide an added margin against price spikes. 

While a non-recourse loan is technically 
operational in the current farm policy legisla- 
tion. it docs not function as a price floor 
because of the availability of the loan defi- 
ciency payment (LDP) and marketing loan 
gain (MLG) options. By eliminating the LDP 
and MLG options, this policy blueprint re- 
stores the function of the non-recourse loan 
rate as a price floor. 

Previous Experience 

These are not new policy tools. F,ach has 
played a role in US farm policy history, and 
none has an unspotted record. However, 
assessment and perception of their past per- 
formance has had more to do with implemen- 
tation than anything else. The contention is 
that the illustrative combination of the above 
three instruments would provide a workable 
set of controls leading to higher prices and 
higher market returns for producers. 

Results of Implementing the 
Blueprint 

A simulation of the blueprint of policy 
instruments — acreage sct-asidcs, stock/ 
inventory management and price supports — 
was conducted using the POLYSYS model. 
The purpose was to estimate performance 
over the period from 2003 to 201 1 . Details of 
the assumptions incorporated in the illustra- 
tive simulation model are provided in Box S. 
Obviously, the particular size, rates, prices 
and triggers associated with this approach (i. 
e.. the selected assumptions according to Box 
5) will directly affccl the outcome. Thus, the 
results serve as a starting point for discus- 
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Box 5 — Details of the Policy Blueprint Simulated 


Elimination of Government Payments H 


• No counter-cyclical payments (CCP) • No loan deficiency payments (LDP) or 

• No direct payments (OP) marketing loan gains (MLG) 


Stock Management 


• storage payments: $0.30/bushel for corn, • 
wheat, soybeans: $0.30/hundred-weight for • 
rice 

• Maximum stock size: 

• Corn: 3,000 million bushels; 
approximately 30% of total use 

• Wheat: 700 million bushels; • 

approximately 30% of total use 

• Soybeans: 700 million bushels; 
approximately 25% of total use 

• Rice: 40 million hundred-weight: 
approximately 20% of total use 


On-farm storage 

Entry level price/loan rate: 

• Corn: $2.44/bushel 

• Wheat; $3.44/bushel 

• Soybeans: $5.50/bushel 

■ Rice: $7.15/hundred-weight 
Release price: 

• Com: $3.90/bushel 

• Wheat: $4.80/bushei 

• Soybeans: $8.00/bushel 

• Rice: $10.40/hundred-weight 


Set‘Aside / Short-Term Land Retirement Program 


• Cropland set-aside, not crop-specif/c set- • Hence, the maximum set-aside rate is 15% 

aside • Com: $2.90/bushel 

• Set-aside trigger; for every crop with a • Wheat: $4.10/bushei 

previous year price below the established • Soybeans: $6.60/bushel 


price threshold, a 5% set-aside is triggered. 
The set-aside is additive across crops. A set- 
aside is triggered by rice for not meeting the 
established threshold only if it is the only 
crop not meeting the threshold price. 


• Rice: $8.50/hundred-weight 

• The corresponding slippage rates are: 

• 5% set-aside: 0.67 

• 10% set-aside: 0.585 

• 15% set-aside: 0.50 


Price Support Mechanism 


• A price support program, through • Government stocks are released before the 

government commodity purchases, is reserve stocks are released and at price 

implemented only after the maximum level levels similar to those for exiting reserve 

of the stock reserve has been achieved stocks: 

• Prices are supported at the entry price for • Com: $3.90/bushel 

the stock reserve program, which Is in fact a • Wheat: $4.80/bushei 

price floor: • Soybeans: $8.00/bushel 

• Corn: $2.44/bushel • Rjce: $10.40/hundred-weight 

• Wheat: $3.44/bushel 

• Soybeans: $5.50/bushel 

• Rice: $7.15/hundred-weight 
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Table 4 


POLYSYS Simulation Results Under the Farmer-Oriented Policy Blueprint and Percentage Changes 
from the Baseline Scenario for Planted Acreage. Price. Net Farm Income, and Government 
Payments. 2003-2011 



2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

2011 1 

Planted Acreage tmti. ac) 

Com 

76.2 

76.3 

77.6 

772 

78.3 

79.2 

802 

81.1 

82.0 

% change from OasaMne 


-4% 

•1% 

•2% 

0% 

0% 

2% 

2% 

5% 

Wheat 

S9.S 

61.2 

61.9 

62.0 

62.6 

62.6 

63.1 

63.3 

60.8 

% change from baseUno 

-5N 

0% 

1% 

1% 

2% 

2% 

3% 

4% 

•1% 

Soytieans 

69.0 

69.9 

70.6 

70.9 

71.4 

712 

71.7 

712 

72.7 

% change from basedne 

■S% 

•5% 

•S% 

-6% 

4% 

•5% 

•6% 

•5% 


Cotton 

12.6 

12.9 

13.1 

13.0 

12.7 

12.9 

13.0 

132 

13.1 

It change from OaseMne 

•14% 

•13% 

•12% 

•12% 

•12% 

•11% 

-10% 

•9% 

•9% 

Rice 

2.9 

3.0 

3.1 

3.1 

3.1 

3.0 

3.0 

3.0 

3.0 

% change from baseline 

•9% 

•6% 

•5% 

-4% 

-4% 

-6% 

•6% 

•6% 

2% 

Season Average Price 

Com ($/bu) 

$2.59 

$3.03 

$2.94 

$3.07 

$3.03 

$3.04 

$3.07 

$3.12 

$3.13 

% change from baseline 

25% 

40% 

39% 

38% 

35% 

32% 

31% 

34% 

37% 

Wheat ($/bu) 

$3.63 

$3.72 

$3.70 

$3.72 

$3.70 

$3.71 

$3.73 

$3.72 

$3.93 

% change from baseline 

28% 

29% 

31% 

29% 

27% 

28% 

28% 

25% 

34% 

Soybean* (S/bu) 

$5.71 

$6.14 

$5.99 

$6.19 

$6.14 

$6.31 

$6.36 

$6.41 

$6.23 

% change from baseline 

13% 

23% 

27% 

26% 

25% 

23% 

26% 

25% 

24% 

Cotton (S/lb) 

$0,508 

$0,542 

$0,561 

$0,550 

$0,591 

$0,616 

$0,640 

$0,640 

$0,644 

% change from baseline 

16% 

22% 

21% 

29% 

20% 

27% 

17% 

24% 

16% 

Rice ($/cwt) 

$7.18 

$7.20 

$7.21 

$722 

$7.26 

$7.33 

$7.57 

$7.60 

$7.72 

% change from baseline 

4S% 

41% 

38% 

35% 

32% 

28% 

27% 

24% 

24% 

Net Farm Irsooma (mN. $) 

38.958 

46.114 

49.867 

49.643 

48.656 

47.421 

47.439 

48.327 

50.365 

% oheiige from baseNne 

•16% 

-9% 

•4% 

•1% 

3% 

1% 

2% 

4% 

5% 

Gov. Payments (mil. $) 

13.936 

6.300 

7.801 

6.351 

6.811 

6.874 

7.410 

7.418 

7.932 

% cAange from basoNne 

-35% 

•71% 

•66% 

•70% 

•64% 

•64% 

-62% 

•58% 

•57% 


sion. Table 4 presents the simulation results 
for crop acreage, prices, net farm income and 
government payments. 

Total cropland planted to the eight major 
crops declines by six percent in the first year. 
The total planted acreage drops b>’ an aver- 
age of 14 million acres at the beginning of 
the period, and is 4.5 million acres lower 
than the baseline by 2011. The initial dra- 
matic drop can be explained by the relatively 
large initial acreage set-aside established to 
raise prices. When prices increase, the acre- 
age set-aside is reduced, as discussed above. 
The aggregate acreage set-aside ranges from 
1 9 to 35 million acres over the period.^ 


As expected, the largest relative acreage 
losses came from cotton and rice. Initially, 
cotton acreage was reduced by 2.1 million 
acres, or 14 percent. Thereafter, acreage 
slowly increased to a level nine percent be- 
low the baseline by 2010. Rice acreage ini- 
tially declined by nine percent, settling in at 
six percent below the baseline by 2008. Com 
and wheat acreage initially declined because 
of the large beginning set-asides, yet this 
acreage returned to levels above the baseline 
as relative prices caused some cotton and rice 
acreage to shift to com and wheat. 

The three-tiered combination of policy 
mechanisms — the set-asides, stock reserves 


° llic lack of » one-UMMie cormfioodence between active crofitand reduclicm and nercage vet-asidev b anrihutable to vlippage 
and die vetting uide of landv that Mould pcriodicall> remain idle an>'Ma>-. 
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Figure 15 


Corn Reserve (FOR) Stock and Government (CCC) Stock Levels. 2003'2011 



By design, the farmer-owned stock reserve fills first. 
By the third year, the government stock purchase 
(CCC purchases from the market) program begins to 
accumulate stocks. 

The farmer-owned stock reserve averages below the 
three trillion bushel maximum. In actual 
implementation, measures (such as stock 
adjustments or caps) would be put in place to prevent 
excessive stock accumulations. 


■ Corn FOR Stocks ■ Corn COC Stocks 


and price supports — resulted in average 
prices well above the low baseline levels. 
The price of com increased on average by 
S0.70 to S0.80 per bushel, a 30 percent in- 
crease. The price of rice increased from 24 to 
45 percent. Initial rice prices were about 45 
percent higher than baseline levels and only 
about 24 percent higher than baseline prices 
by the end of the simulation period. Wheal 
prices were 25 to 3 1 percent higher, soybean, 
about 23 percent higher. 

The general increase in prices leads to 
net farm income close to and above the base- 
line. AOcr 2006, net farm income c.KCCcds the 
baseline. The gap during the first years is 
largely the result of adjustments in the live- 
stock sector to higher feed costs. In fact, the 
gap in the returns to crops is only SI. 7 billion 
lower in 2003, and future estimates are con- 
sistently above the baseline level. 

As expected, government payments were 
significantly below the baseline situation. 
The figure in table 4 shows the total cost of 
direct pa>'Tnents to farmers and the expenses 
associated with the reserve and price support 
programs. Total government outlays start just 
under $14 billion in 2(X)3. when most of the 
reserves need to be filled, and then fluctuate 
between $6.3 and $7.9 billion, consistently 


lower than the estimated subsidies and other 
expenses under the 2002 I'arm Bill. On aver- 
age, the blueprint simulated results in huge 
government savings: $10 to $12 billion per 
year. 

The results for com slock reserves and 
government stock programs are shown in 
Figure 15. Notice that the average reserve 
level is less than the maximum three billion 
bushels. This is a strong indicator that the 
reserve keeps the price of com Irom soaring 
to levels beyond the release price. In actual 
implementation, measures would be put in 
place to prevent excessive stock accumula- 
tions. Such measures could include adjust- 
ments in set-aside rates or caps on stock 
levels. 

Figures 16 and 17 illustrate the impact of 
the blueprint on price and income variability. 
Under the baseline policies of the 2002 Fami 
Bill, the shaded area in Figure 16 outlines the 
points at which the price of com will fall 
with 90 percent probability. The white line 
indicates the average price for the baseline 
scenario. The area between the black lines 
indicates, with the same 90 percent probabil- 
ity, the price of com under the blueprint. The 
black broken line within the black price band 
represents the average annual price. It is clear 
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Figure 16 

Corn Season Average Price Probabilities. Baseline Scenario Versus the Farmer-Oriented Policy 
Blueprint Scenario. 2003-2011 
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The shaded area indicates the baseline area in which 
the price of com will fall with a 90 percent probability, 
and the baseline average corn price is the white line. 
The solid black bands Indicate the policy blueprint 
scenario area in which the price of com will fall with a 
90 percent probability, and the policy blueprint 
scenario average com price Is the doited black line 
with squares. 

From this graph, it is evident that the policy blueprint 
scenario truncates both the upper and lower tails of 
the price distribution compared to the baseline. 


Figure 17 

Net Farm Income Probabilities. Baseline Scenario Versus the Farmer-Oriented Policy Blueprint 
Scenario. 2003-2011 



Again, the shaded area indicates the baseline area in 
which net farm income will fall with a 90 percent 
probability, and the bas^lrte average is the white line. 
The solid black bands indicate the policy blueprint 
scenario area in which net farm Income will fall with a 
90 percent probability, and the average under the 
policy blueprint scenario is the dotted black line with 
squares. 

It Is evident that the policy blueprint scenario requires 
farmers to give up the possibility of achieving very 
high income levels in exchange for eliminating the 
possibility of very low Income levels. 


that the biucprint worics cnbctivciy at both 
ends: the upper and lower tails of the price 
distribution are flaiiened. The upper tail is 
truncated by the stock reserve programs; the 
lower tail, by the set-aside and price support 
programs. 

Figure 1 7 applies the same t>pe of analy- 
sis to net farm income. This blueprint dem- 


onstrates that the upper and lower tails of the 
distribution of net farm income have been 
tmneated. Farmers will give up the possibil- 
ity of achieving very hi^ income levels in 
exchange for eliminating the possibility of 
very low income levels. 
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Table 5 

POLYSYS Simulation Results Under the Farmer-Oriented Policy Blueprint Replacing Annual 
Acreage Set-Asides with Intermediate-Term Bioenergy-Oedicated Crops and Percentage Changes 
from the Baseline Scenario for Planted Acreage. Price. Net Farm Income, and Government 
Payments, 2003-2011 



2003 

2004 

2006 

2006 

2007 

2008 

2009 

2010 

2011 1 

Planted Acreage imii. ac) 

Com 

79.6 

80.2 

78.5 

78.6 

78.9 

79.4 

79.6 

79.5 

78.6 

% ctiange tnm baseline 

•1ft 

1ft 

Oft 

1% 

1% 

0% 

2% 

0% 

0% 

Wheat 

59.0 

58.9 

58.9 

58.8 

59.2 

58.8 

58.6 

58.6 

58.3 

K cliange tnm baseline 

-6ft 

-4ft 

-4ft 

-4% 

-3% 

-4% 

-4% 

•4% 

•5% 

SoylMans 

70.1 

68.9 

71.0 

70.9 

71.1 

70.6 

71.0 

70.8 

72.6 

% change tnm baseline 

-3ft 

-Tft 

•5ft 

-8% 

-8% 

-8% 

-7% 

-7% 

-8% 

Colton 

13.0 

13.1 

12.8 

12.7 

12.2 

12.4 

12.4 

12.6 

12.2 

ft cliange tnm baseline 

-12ft 

-12ft 

-14ft 

-14% 

-18% 

-14% 

-14% 

-13% 

-15% 

Rice 

3.0 

3.0 

3.0 

2.9 

2.9 

2.8 

2.8 

2.8 

2.9 

fl change tnm baseline 

•Tfl 

-8% 

-8ft 

•11% 

•11% 

•13% 

-12% 

-12% 

•8% 


6.0 

6.7 

7.3 

8.0 

8.5 

9.2 

9.7 

10.1 

10.6 

Season Average Price 

Com (S/bu) 

$2.52 

$2.83 

$2.85 

$2.96 

$3.00 

$3.02 

$3.08 

$3.15 

$3.14 

ft change tnm baseline 

22ft 

31ft 

34ft 

32% 

33% 

32% 

31% 

36% 

37% 

Wheat ($/bu) 

$3.63 

$3.84 

$3.86 

$3.88 

$3.88 

$3.96 

$4.05 

$4.05 

$4.17 

ft change tram baseline 

28ft 

33% 

38% 

35% 

33% 

36% 

38% 

36% 

42% 

Soybeans ($/bu) 

$5.69 

$6.15 

$5.93 

$6.13 

$6.16 

$6.43 

$6.48 

$6.54 

$6.36 

ft change tnm baseline 

18ft 

24ft 

25% 

25% 

28% 

25% 

28% 

28% 

27% 

Cotton ($/lb) 

$0,500 

$0,530 

$0,570 

$0,580 

$0,630 

$0,650 

$0,700 

$0,700 

$0,730 

ft change from baseline 

14ft 

19ft 

23% 

25% 

28% 

24% 

28% 

25% 

32% 

Rice ($/cwt) 

$7.18 

$7.19 

$7.29 

$7.39 

$7.51 

$7.84 

$8.04 

$8.30 

$8.37 

ft change from baseline 

45ft 

40ft 

40% 

39% 

37% 

37% 

35% 

35% 

34% 

Net Farm Income (mil. $) 

37.079 

45.691 

50.714 

50.189 

49.031 

48.879 

49.108 

50.559 

52.650 

ft change trom baseline 

•20ft 

-10ft 

-2% 

0% 

4% 

4% 

8% 

9% 

10% 

Oov. Payments (mil. $) 

14.238 

7.172 

8.163 

6.566 

6.670 

6.464 

6.214 

6.107 

5.750 

ft clwnge from baseline 

•34ft 

■87ft 

•84% 

-89% 

-65% 

■87% 

■67% 

•87% 

■69% 


Bioenergy Crops to Manage 
Production 

As previously mentioned, other policy 
devices might serve as substitutes for any 
one of the three instruments in the blueprint. 
For example, an intemtcdiate-term program 
to divert aca*agc away from traditional trad- 
able crops toward a non-food, non-tradablc 
crop might serve to replace the set-aside 
device. Switchgrass immediately comes to 
mind. This is a perennial grass with high 
cellulose content, native to the United States. 
Relatively clean burning, it can be co-Hred 
with coal to reduce the level of pollutants 


released into the atmosphere or it can be 
processed into ethanol for the production of 
fuels with consequent environmental bene- 
fits. 

Practices associated with the production 
of switchgrass are no different from those 
used to produce alfalfa hay. In contrast to a 
land retirement program the cultivation of 
switchgrass is a fanning activity. 

Switchgrass is enjoying a great deal of 
attention these days. The US Department of 
Energy is currently conducting numerous 
pilot projects testing the application of 
switchgrass to a variety of uses. Studies by 
the US Departments of Agriculture and En- 


Kclhinking V. S. Agricultural Polky- Changing Caorse to Secure Farmer Uvelihuxb Worlthvide 4 9 




120 


A Farmer*Ortented Policy Blueprint 


ergv'. the University of Tennessee, and the 
Oak Ridge National Laboratory conclude that 
a framework could be developed to encour* 
age the conversion of acreage to the produc- 
tion of switchgrass for use by utilities and 
fuel manufacturers (De La Torre Ugarte and 
Walsh. 2003). This would give an obvious 
boost to farm income and would reduce reli- 
ance on subsidies. Incentives would be 
needed to encourage utilities to incoqsoratc 
switchgrass into their enei^y generation, but 
the use of switchgrass would work to reduce 
reliance on undesirable fossil fuels. 

According to the simulation, the annual 
set-aside component of the blueprint can be 
replaced realistically with a bioenergy pro- 
duction program using switchgrass for en- 
ergy. An incentive would provide up to S2S 
per dry ton to be shared by pre-arrangement 
among agricultural producers, utilities, and 
ethanol producers. According to De La Torre 
Ugarte and Walsh, this monetary incentive 
would be sufficient for both producers and 
end users to develop a long-term sustainable 
biocnergy industry (Do La Torre Ugarte and 
Walsh. 2002). 

Table 5 shows that the overall levels of 
price increase from a switchgrass application 
arc comparable to those generated by the set- 
aside program. To compensate for the loss of 
income in the first few years, some of the 
significant savings generated under the blue- 
print could be used. By the end of the period 
of analysis, the effect promises to be stun- 
ning: net farm income could experience 
growth of ten percent above the baseline 
situation, and government payments, includ- 
ing the $25 incentive, could be reduced by a 
remarivable 69 percent. 

Thus the illustrative blueprint Is not rigid 
in the assumption that annual set-asides are a 
necessary component. Similar levels of price 
and acreage impacts can be achieved with 
land retirement, and even better results with 
the cultivation of acreage in a way that docs 
not pressure traditional crop acreage and 
prices. This approach is even more appealing 


when the alternative land use is in a non- 
food, non-tradilional category. Diverted land 
can be brou^t back to major crops if unex- 
pected weather jeopardises the supply of 
food or if other conditions warrant. One other 
possibility is the dedication of traditional 
crops exclusively to energy production. 

CRP Expansion Could Achieve 
Similar Impacts 

The acreage planted to switchgrass in 
Table 5 is an approximation of the lower 
limit for an expansion of CRP acreage that 
could achieve similar price and income re- 
sults. This is because acreage enrolled in the 
CRP is more likely to be environmentally 
sensitive than the switchgrass acreage, thus 
average productivity of CRP acreage would 
likely be tower. Further expansion of CRP 
acreage may provide additional environ- 
mental benefits. 


Summary 

In summary, the preliminary estimation 
of impacts associated with the blueprint sug- 
gests that this approach has potential for 
sizable benefits to producers, it would in- 
crease US prices substantially — ^by about one 
third, on average — without significantly 
reducing farm income, and at less than half 
the cost of current failing policies. From a 
purely humanitarian and societal view, its 
impact on US market prices would go a long 
way in sustaining the livelihoods of small, 
poor farmers worldwide. 
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CONCLUSIONS 


I is time to recognize that low>price 
farm policies bencni agribusinesses, 
integrated livestock producers, and 
import customers but are disastrous 
for market incomes of crop farmers in the US 
and around the world. 

Higher prices alone will not guarantee 
sustainable livelihoods for the world's poor* 
cst farmers. A range of national and interna* 
lional policies affecting credit, land owner* 
ship, technolog)'. transportation, tariff protcc* 
lion and access to markets is essential if agri* 
cultural production is to deliver a better fu- 
ture for farmers. However, as this study has 
shown, the US is exporting poverty with its 
products by iu continuous pursuit of meas- 
ures that depress prices throughout the world. 
At the same lime, it is jeopardizing its own 
diversified family^farm base. 

Policies that assure rock*boilom world 
prices for staple foods arc guarantors of con* 
linucd economic distress affecting billions of 
people. Since our policies determine the (ate 
of farmers well beyond our borders, the wel- 
fare and future of those farmers must be part 
of America’s goal in crafting new ap- 
proaches. 

Changing US policy' alone cannot solve 
the global crisis in agriculture. Most, if not 
all. major exporting countries will have to 
recogni/c that they. too. bear a heavy respon- 
sibility to cooperate with the US in a con* 
cericd cfTon to improve farmer livelihoods. If 
other nations do not recognize this responsi- 
bility. it is doubtful that the necessary 
changes will ever be enacted. 

The emphasis on WTO-si)’lc trade liber- 
ali/jition has discouraged the u.se of some of 
tile policy mechanisms described in this 
study. That doors have been shut, however, is 
not a reason to continue moving blindly in 


the wrong direction. Those wiio write the 
rules governing domestic and international 
agriculture and trade polic> must be put on 
notice that an end to (oda)’s agricultural 
world crisis is their most urgent mandate. 
The way out lies in a careful and balanced 
application of policy measures discarded in 
our headlong rush to an imagined “free mar- 
ket” in agriculture. 

A future that brings prosperity to farmers 
in the US and in the developing world is not 
only possible, it is achievable. It can be ours 
at less cost and within a shorter lime span 
than the hoped-for benefits of liberalized 
agricultural trade promised by the wealthy 
nations of the world to their developing 
country counterparts. The choice is ours to 
make; whose future will be protected, and 
what kind of global food system will be the 
outcome of US agricultural policy? 



Kttluaklnx V S. Agnenlltiral PaUcf Cknittitix Cunnt m Smuv Ftwntrt UrrliiitMMh S / 





122 



Aioou/c. C.M.. A.S. Watson and N.M. Slurgess. 
“Oligopoly Pricing in the >^'orld >Mtcai Mv- 
kel." Amerk'un Journal of Agricultural Eco- 
nomics. 60:2(I987):l73.i85. 

DafTcs, John and Mohamcd i. Ajuad. “Detecting 
Price Links in the World Conon Market.” 
Policy Research Working Paper No. WPS- 
1944. W orld Bonk Group. July 1998. 

Baker, Allen. I-'dword Allen and William Cham- 
bers. “Peed Outlook.” Electronic Outlook 
Report No. EDS-0303 (wvk-vk.eni.usda.gov). 
l-conomic Resetuvh Serv ice. OS Department 
of Agriculture. March 2003. 

Rrcdahl. M.E. and L. Green. “Residual Supplies 
Model of Coarse Grain Trade.” American 
Joumaf of Agricultural Economics. 65:4 
<l983):78,S-790. 

Childs. Nathan. “Rice Outlook.” lUectronic Out- 
look Report No. RCS-0303 (wvsu.cr8.usda. 
gov). Economic Research Service. US De- 
partment of Agriculture. March 2003. 

De La Torre Ugaite. Daniel G. and Marie IL 

Walsh. "Synergism Between Agricultural and 
Energy Policy: The Case of Dedicated Bio- 
energy Crops.” Selected paper, published 
abstract. Journal ofAfp-icultural and Allied 
Economics. 34:2(2002):379. 

Dc La Tone Ugoitc. Dimici G.. Marie E. Walsh. 
Moscin Shapouri attd Sieplicn P. Slirtsky. 
“The i-xonomic Impacts of Biocnergy Crop 
Production on US Agriculture.” US Deport- 
ment of Agriculture. Office of the Chief 
ItconomisU OBIcc of luiergy Policy and New 
Uses. Agricultural Ixonomic Report No. 816. 
February 2003. 

“Economic Report of the President." US Govern- 
ment Printing Office. February 2003. 

Economic Research Scn'icc. “The 2002 Farm 
Bill: Provisions and Economic Implications.” 
Electronic website: http://wvk^.cni.usda/gov/ 
Feature&'FarmBilE. 2002. 


Food and Agricultural Policy Research Institute 
(FAPRl). "FAPRI 2003 US Baseline Briefing 
Book." FAPRI-UMC Technical Data Report 
No. 04-03. Food and Agricultural Policy 
Research Institute, Univccsity of Missouri at 
Columbia. March 2003. 

Hcllwinckel. Chad M. and Daniel G. Dc La Torre 
Ugortc. “Tesiing US Price Leadership in 
Major Crop Markets." APAC Staff Paper No. 
03-02. Agricultural Policy Analysis Center. 
Department of Agricultural Economies, the 
University of Tennessee. February 2003. 

IntcmatHinai Food Policy Research Institute 
(IFPRI). "Impact of Altcmative Agricultural 
Trade Policies on Developing Countries.” 
International Food Policy Research Institute. 
Washington D.C. April 2003. 

Mull. Dave. Jim Langley and Greg MiU. "March 
2003 CBO Baseline for CCC. Crop Insur- 
ance. arvd Conservation Programs.” Unpub- 
lished spreadsheet. US ('ongrcssional Budget 
Office. March 2003. 

Interagency Agricultural Projections Committee. 
"USDA Agricultural Baseline Projections to 
2012.” Staff Report No. WAOB-2003-I. 
Office of the Chief Economist. US Depan- 
ment of Agricufturc. February 2003. 

Meyer. Leslie. Stephen MacDonald and Robert 
Skinner. "Cotton and Wool Outlook.” Elec- 
tronic Outlook Report No. CWS-0203 (www. 
crs.usda.gov). Economic Research Scnicc. 
US Deportment of Agriculture. Economic 
Research Service. March 2003. 

McBride. William D. and Nigel Key. "Fxonomic 
and Structural Relationships in US Hog Pro- 
duction.” Agricultural Ixonomic Report No. 
818. Economic Research Service. Resource 
Economics Divbion. US Department of 
Agriculture. February 2003. 

McCalto. A.F. "A Duopoly Model of World 
WTicat Pricing.” ./otjrfla/ of /■'onw Economics. 
48:3(I966):71 1-727. 


52 Utihittkinx V.S Aftrk-itnmil Patky ChuriKiHitCiMirtietoS€cmcF«rm<rlJ>:'rUhiiaiii WoHitmiJe 





123 


References 


Mitchell. D.O. and R.C. Duncan. ‘‘Market Behav- 
ior ol'Grains Exporters.” The World Bank 
Research Observ er. Vol. 2. no. 1 , Januar>’ 
1987. 

Mundlak. Yairand Dcmald F. Larson. “On the 
Transmission of World Agricultural Prices.” 
World Bank Economic Review. 6< 1 992):399- 
422. 

Nadal, Alejandro. “The Environmental and Social 
Impacts of Economic Liberalization on Com 
Production in Mexico.” Science and Technol- 
og)' Program. El Colegio de Mexico. Report 
prepared for World Wildlife Fund (WWF) 
International and Oxfam Great Britain. Sep- 
tember 2000. 

National Agricultural Statistics Service. “Farms 
and Land in Farms: Final Estimates 1988- 
1992.” Statistical Bulletin No. 895. National 
Agricultural Statistics Service, US Depart- 
ment of Agriculture. July 1995. 

National Agricultural Statistics Service. “Farms 
and Land in Farms: Final Estimates 1993- 
97.” Statistical Bulletin No. 955. National 
Agricultural Statistics Service, US Depart- 
ment of Agriculture. Januar)’ 1999. 

National Agricultural Statistics Service. “Farms 
and Land in Farms.” Annual electronic statis- 
tical release (www.usda.gov/nass/). National 
Agricultural Statistics Service, US Depart- 
ment of Agriculture. February, (accessed 
March 2003). 

OfTicc of Budget and Policy Analysis. “USDA 
FY 2004 Budget Summary.” US Department 
of Agriculture (hup://www.usdo.gov/agency/ 
obpa^Budget-Summary/2004/master2004. 
pdO. March 2003. 

Oxfam International. “Rigged Rules and Double 
Standards: Trade. Globalisation, and the 
Fight Against Poverty.” Oxfam International. 
2002 . 

Ritchie. Mark, Sophia Murphy and Mary Beth 
Lake. “US Dumping on World Agricultural 
Markets: Can Trade Rules Help Farmers?” 
Institute for Agricultural and Trade Policy. 
February 2003. 


Thompson. S.R.. D. Sul and M.T. Bohl. “Spatial 
Market En'iciency and Policy Regime 
Change: Seemingly Unrelated Error Correc- 
tion Model Esi\t\\a\\on'' American Journal of 
Agricultural Economics, 84:4(2002):I042- 
1053. 

Tomich. Thomas P., Peter Kilby and Bruce F. 
Johnson. Transforming Agrarian Economies: 
Opportunities Seized. Opportunities Missed. 
Ithaca. NY: Cornell University Press. 1995. 

US Congressional Budget OfTice (CBO). “H.R. 
2646: Farm Security and Rural Investment 
Act of 2002." Congressional Budget OfTicc 
Pay-As-You-Go Estimate. May 22. 2(X)2. 

US Department of Agriculture (USDA). "USDA 
Agricultural Baseline Projections to 2012.” 
Staff Report WAOB-2003-1. Prepared by the 
Interagency Agricultural Projections Com- 
mittee. ounce of the Chief Economist. US 
Department of Agriculture. February 2003. 

Westcott. Paul C.. C. Edwin Young and J. Mi- 
chael Price. “The 2002 Farm Act: Provisions 
and Implications for Commodity Markets.” 
ERS Agriculture Information Bulletin No. 
AIB778, Economic Research Service. US 
Department of Agriculture. November 2002. 


Rethinking U. S. Af^icullunil Polkj'- Changing Course to Secure Farmer Uvetihoods Woridvide 53 



124 











125 


APPENDIX B 


Sources of the Current Agricultural Crisis: Views and Policy 
Prescriptions 

Conventional Academic Economists 

This group includes such \vTiim as Bruce Oardner. David Orden, Kym Anderson. Vincent 
Smith and Joseph (iiauher. They currently represent the most prevalent vicupoints in global 
policymaking arenas. They argue that agricultural support and protection programs arc fatally 
defective. In a world without government policies that interfere with the mechanisms of the 
marketplace, the free market will attract resources to the most productive activities, and this will 
deliver net benefits to society. This group believes governments can best support "non-market” 
objectives through non-distorting methods like the decoupling of payments from the d>’namics 
of the marketplace. They hold that US agricultural policy is moving in the right direction. 

Free Marketers 

This is the position taken by conservative "think-tanks" such as the Heritage Foundation and 
the Cato Institute. The group includes such writers as John Frydenlund. Brian Riedl. and Chris 
Edwards. John Frydenlund. in the Heritage Plan for Rural Prosperity, argued that competition in 
the free market would greatly benefit US farmers. "Re-established as a reliable supplier of low- 
cost products, the US would regain its preeminence in world agricultural exports. Farmers 
w ould be freed to do what they do best — out-produce the rest of the w orld — and this expansion 
of productive output would mean growth in farm income, even though some prices mi^t fall 
temporarily” (Frydenlund. 1995). The free marketers believe that the only weaknesses in the 
maikctplacc today arc caused by policy makers w^ cave in to ^Kcial interests during a lime of 
naturally depressed prices. "Farms that cannot adjust should exit the industry" (Edwards. 2001). 

New Economy Theorists 

This group observes that "consolidation and supply chains arc changing the nature of 
farming.” where "supply chains arise through vcnical integration, in which a single company 
owns each link of the supply chain" ([.amb. 2002). They argue that “keeping irKfUcicnt 
producers afloat leads to excess supplies, low prices, instability and future farm crises" (Ijimb, 
2002). Additionally, the "New Farm Economy" will supply safer food because “supply chains 
have greater incentives to enhance food safety" (Lamb. 2002). 

The r>cw economy theorists cite two problems that would arise if government subsidies 
were discontinued: a failure of financial banking throughout rural America, and loo much 
political "rent seeking" power in the hands of farmers. They propose a rolling buyiiui procedure 
to cull from the market those farmers who rely too heavily on government assistance. "During 
periods of low' farm income or tow farm prices, farmers would have on option to enter a bu>x>ui 
agreement with the government or to remain in agriculture without government 
subsidies" (l.amb. 2002). The rolling buyout plan, they predict, will usher in vcnical integration 
and consolidation in such magnitude that producers could gain market control, and 
overproduction would ccasc to be a problem. Lamb states that "the key to finally ertding 
government interventions is to create a farm system in which the remaining farmers see greater 
returns from market transactions than from government farm programs” (Lamb. 2002). 
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Demise Theorists 

Tlie most extreme free-markei prediction was made by Steven Blank, a University of 
California agricultural economist. He argues that since US farmers cannot compete in the 
production of bulk commodities with farmers in other parts of the world, who enjoy 
significantly lower land and labor costs. America will soon be out of the farming business 
altogether. 

The rationale for this theory is that '‘advances in production technology created the need for 
global maricets." Because food has an "absolute limit to the volume that can be consumed over 
time," demand is very inelastic and prices can decline drastically. This combination of expanded 
supply through technology and limited consumption created tlie current situation of falling 
prices and "commodities being produced in greater quantities titan the global market can 
absorb" (Blank, 1998). 

Tariff Abolitionists 

This group atgues that although price supports and direct subsidies do skew' commodity 
prices downward, tariffs arc the real price depressants. The perspective of many domestic crop 
production organizations is mirrored in the stance of the US House Agriculture Committee: 
"With foreign tariffs on agricultural goods more than five times higher than US tariffs. US farm 
policy Itelps level the playing field” (House Ag. Committee. 2002). The abolitionists view the 
tarifls of other nations as unfair competition; therefore, the US needs to support its farmers until 
such tariffs arc eliminated. Because high tariffs arc more damaging on less-devcioped nations 
than other forms of government interference, this group maintains that if you want to address 
low prices, tariffs should be the first issue to tackle (Tokarick. 2002). 

Agrarians 

Ironically, the Agrarians, the least represented group in global trade arenas, represent the 
viewpoint of the majority of small farmers throughout the world. They reject outright the idea 
that a global unrestricted marketplace will lead to net gains for the majority of the population. 
They favor a system of local economic seif-determinism, where independent regions would 
negotiate a level at which they would partake in trade. This group encompasses such 20th 
century writers as J. Rus.sell Smith, Liberty Hyde Bailey, Albert Howard. Wendell Berry. Wes 
Jackson. John Todd and Jane Jacobs. 

Agrarians view- the current low prices as the result of long-term development of technology, 
economies of scale and. most importantly, the steady eroding of economic boundaries at the 
local level. Although they may not be against measures on the larger economic scales that would 
increase the per-unit price of commodities, they believe the long-term solution will entail the 
emergence of community level self-imposed economic boundaries. Their solution involves a 
kind of secession: “not a secession of armed violence but a quiet secession by w hich people find 
the practical means and the strength of spirit to remove themselves from an economy that is 
exploiting them and destroying their Itomeland” (Berry. 2002). 

Rent Seeking Theorists 

Many economists have come to see political institutions as maricets in themselves. They 
"recognize the non-separability of political and economic markets'* (Rausser. 1982). From this 
perspective, agricultural policy can be seen as the interplay between demand (special interests 
groups such as the Fanri Bureau, county agricultural agents and the USDA) and supply (elected 
officials). Elected ofTIcials "pursue policies until the marginal expected gain in votes equals the 
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marginal expected loss in votes." The result; political economic seeking transfers (PESTS) are 
created by ’‘powerful interest groups seeking to benefit their own welfare to the detriment of 
society as a whole" (Rausscr, 1982). 

Although rent seeking theorists believe there may be market failures in agriculture which 
need to be addressed by intervention, they see the current situation as a failure of government to 
adequately correct market failures. Low’ prices and overproduction are the result of inherent 
systematic processes by which certain fanners and corporations arc receiving unjust income 
transfers. The solution can be achieved through “institutional innovations in the same fashion 
that biological and physical scientists produce technological innovations" (Rausser, 1982). 

References 

Anderson. K. “Agriculture’s ‘Multifunctionality’ and the WTO.” The AuxtraUan Journal of Agricultural 
and Resource Economics, 44:3 (2000): 475-494. 

Berry. W. Tlte Art of the Commottplace: The Agrarian Etisws of H'endell Bern-. Counterpoint Press: 
Washington, IK‘. 2002. pp. 236-248. 

Blank. S.C. “Globaliration, Cropping Choices and Profitabililv" Agricultural and Applied Economics. 
33:2(2001):315-326. 

— — . The End of Agriculture in the American Portfolio. Greenwood Publishing: Westport. CT. 1 998. 

Edwards, C. and T. [>cHavcn. “Farm Subsidies at Record Levels As Congress Considers New Farm Bill.” 
CATO Institute Bricllng Paper No. 70. October 18. 2001. 

Frydenlund. J. Guest on TownHall.com chat website. www.tow'nhall.com/chat>'archive/990730frydcnlund. 
html. July30, 1999. 

— . “Freeing America's Farmers: The Heritage Plan for Rural Prosperity.” Heritage Foundation 
Publication. Washington D.C. 1995. pp. 49-57. 

Gardner. B.L. The Oowrning of Agriculture. The Regents Press of Kansas: Lawrence. KS. 1981. 

— — . “Causes of US Farm Commodity Programs.” The Journal of Political Economy. 95:2 (1987):290- 
310. 

— — . “Changing Economic Perspectives on the Farm Problem." Journal of Economic Literature. 30: 1 
(I992):62-10I. 

. “The Federal Government in Farm Commodity Markets: The Recent Refonn Efforts in a Long-Term 

Conlexl." Agricultural History. 70:2 ( 1 996): 1 77- 1 95. 

. “How US Agriculture Lcanied to Grow: Causes and Consequences.” Paper presented at the Alan 

Lloyd Address. Adelaide. Canada. January 25, 2001. 

. “US/Canadian Agricultural Policies and EITects on Western Hemisphere Markets Since 1995. with a 

Focus on Grains and Oilseeds.” Working Paper No. 02-17. Department of Agricultural and 
Resource Economics, The University of Maryland, College Park MD. October 2002. 

House Agricultural Committee. “The Facts on US Farm Policy.” House Committee on Agriculture, US 
House of Representatives, w'ww.agriculturc.housc.gov. Summer 2002. 

t.amb. R.L. “A Market-Forces Policy for the New Farm Economy?” Review of Agricultural Economics. 
24:1 (2002): 1 5-30. 

Olden. !>.. R. Paarlberg and T. Roc. Policy ReJ'orm in .American Aff-icuUure: Analysis and Prognosis. 
University of Chicago Press: Chicago. IL. Chapter 6. 1999. 

Orden. I>. and R. Paarlberg. “The New Century of Multi-Agriculturalism." Review of Afpicultural 
Economics. 23:2 (200! ):289-30l. 


Rethinking U. S. Af^icullunil Polky- Changing Course to Secure Farmer Uvetihoods Woridwiile 5 7 



128 


Appendix B 


Rau&scr. G.C. “Political Economic Markets; PERTs and PESTs in Food and Agricultiirc.*' American 
Journal of Agricultural Economics. 64 ( 1 982):82 1 -833. 

Ricdl. B.M. “Still at the Federal Trou^: Farm Subsidies for the Rich and Famous Shattered Records in 

2001. ” Backgrounder Paper No. 1542, The Heritage Foundation. Washington DC^ April 30, 

2002 . 

Smith, V.H. and J.W. Glauber. “The EfTects of the 1996 Farm Bill on Feed and Food Grains.” Policy 
Issues Paper No. 3, 1'radc Research Center. Dept, of Agricultural Economics. Montana Slate 
University, Bozeman MT. September 1997. 

Tokarick. S.. B. Sutton and Y. Yang. “How Do Industrial Country Agricultural Policies Affect 

Developing CountricsT' 2002 IMF Annual Outlook Report. International Monetary Fund. 
Washington DC. 2002. pp. 81-107. 


5 ^ Kethinkifig V. S Agrkuliurot Potic}': Changing Course to Seeare Fanner Livelihooiit U'oriiht ide 



129 


APPENDIX C 


The POLYSYS Modeling Framework 

The Policy Analysis System (POLYSYS) is an agricultural sector modeling system 
designed to simulate the efTects of changes in government policies and other exogenous 
variables. POLYSYS is used to evaluate the impacts of those changes on key variables of the 
agricultural sector including; supply, domestic demand and cxptMts, slocks, market prices, 
government expenditures, net farm income, and other performance variables. Each POLYSYS 
analysis is anchored to a baseline situation, from which changes arc introduced and simulated. 
In this analysis. POLYSYS is anchored to a ico'ycar baseline of key agriculture sector variables 
according to the July 2002 FAPRI baseline projections (FAPRI. 2002). 

The POLYSYS model includes eight major crops— com. grain sori^um. oats, barley, 
witcau soybeans, cotton, and rice — and six major livestock categories — beef, hogs, ^eep, 
broilers, turkeys, and eggs. POLYSYS models agricultural supply using Agricultural Statistics 
Districts (ASD). as defined by the National Agricultural Statistics Service, as the basic unit of 
analysis. There arc 305 ASDs in the contirKntal US thus, the crop supply side of the modeling 
system is the result of aggregating impacts in 305 ASD regions. Crop demand is modeled 
nationally and includes demands for feed, food and industrial domestic uses, as well as demand 
for exports. The livestock sector is included mainly to provide feedback for changes occurring in 
the crop sector, such as feed prices, and to provide impacts on changes in feed demand and farm 
income. 

The planting or production decision is modeled at the ASD level (305 regions in the US) 
and assumes that producers allocate their acreage to a ert^ mix that maximizes their expected 
net returns. The national crop supply, then, is the summation of regional production resulting 
from the optimal allocation of acreage as described above. Ibc demand for agricultural 
commodities includes domestic (feed. food, industrial) and export demand. The demand for each 
crop and use is driven by a set of shon and tong term price elasticities, and solves 
simultaneously with the supply module to estimate the equilibrium supply, demand (domestic, 
export) and prices for all crops. An inventory identity equation ensures that supply and demand 
are balanced. Finally, changes in crop and livestock markets interact with equations representing 
income and government program relationships to estimate the changes in farm income and 
government program variables. 
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The Chairman. Thank you, Mr. Mitchell. Mr. Hayes. 

STATEMENT OF EVAN HAYES, PRESIDENT, NATIONAL BARLEY 

GROWERS ASSOCIATION; COMMISSIONER, IDAHO BARLEY 

COMMISSION; BARLEY AND WHEAT FARMER, AMERICAN 

FALLS, ID 

Mr. Hayes. Mr. Chairman, Mr. Moran, Members of the Com- 
mittee, thank you for the opportunity to appear before you today. 
I am Evan Hayes, President of the National Barley Growers Asso- 
ciation. I farm in eastern Idaho, a little higher than most of you 
are used to seeing farming. I farm above 6,000 feet. We still have 
plenty of snow, thank goodness. 

NBGA has serious concerns regarding the level of support barley 
receives relative to the other crops in the current farm program. 
We believe barley has lost significant competitiveness in its tradi- 
tional growing region due in part to distortions in Federal farm 
program support levels, and the acreage trend certainly underscore 
our concerns. The NASS data 2006 Acreage Report showed barley 
seeded acreage at 3.5 million acres, a 10 percent decline from 2005 
and the lowest planted acreage since estimates began in 1926. Last 
year, the NBGA asked the Senate Agriculture Committee to have 
FAPRI look at the root cause of our barley acreage decline, specifi- 
cally if the farm bill might be contributing to it. According to the 
findings, marketing loan benefits have clearly favored traditional 
row crops over cereal grains. In the Northern Plains, average mar- 
keting loan benefits for the last 5 years were $4 for wheat, $8 for 
barley, $12 for soybeans and $21 for corn. At the national level, the 
combination of marketing loan benefits and market returns can 
help explain the increase in national row crop acreage since the 
early 1900s and the decline in small grain production. 

Despite this disturbing trend. National Barley does support the 
structure of the current farm bill. However, we urge the Committee 
to adjust the support levels to make them more equitable among 
the program crops, using an objective method to determine the sup- 
ports, mainly price history. Specifically, NBGA supports adjusting 
barley and other crop marketing loan levels upwards to 95 percent 
of a crop’s 2002 to 2004 Olympic average prices. Barley’s current 
marketing loan is at 75 percent of its recent history price is one 
of the lowest of any crops. If this change was adopted, barley’s loan 
rate would be set at $2.35 per bushel and farmers would be less 
likely to have their planting decisions influenced by loan rates dur- 
ing periods of low crop prices. 

NBGA supports adjusting barley and other crop target prices to 
130 percent of the crop’s 2000 to 2004 Olympic average prices. 
Once again, barley’s target price today is at 91 percent of its price 
history during those years. It is one of the lowest program crops. 
Barley’s target price would be set at $3.21 if these adjustments 
were made. NBGA is not advocating the crops with higher levels 
of support be decreased. NBGA supports adjusting barley’s direct 
payment to 420 per bushel or 17 percent of its 2000-2004 Olympic 
average price. Again, the current 240 per bushel direct payment 
that barley receives is among the lowest percentage, at 10 percent, 
when compared to the price history. 
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NBGA supports the current level of payment limits and struc- 
ture, including the continuation of the three-entity rule. NBGA 
supports the creation of a permanent disaster program, hut does 
not support funding such a program from within the commodity 
title. NBGA understands the budgetary constraints facing the Com- 
mittee as it begins to draft the 2007 Farm Bill, but urges the Com- 
mittee to seriously consider these proposals designed to insert 
equality into program crop support levels. 

I again want to thank the Committee for this opportunity to tes- 
tify about NBGA priorities for the 2007 Farm Bill, and I am cer- 
tainly willing to stand for any questions that you would like to ad- 
dress to me. Thank you. 

[The prepared statement of Mr. Hayes follows:] 

Prepared Statement of Evan Hayes, President, National Barley Growers 
Association; Commissioner, Idaho Barley Commission; Barley and Wheat 
Farmer, American Falls, ID 

Mr. Chairman and Members of Committee, thank you for this opportunity to tes- 
tify before you today regarding policies we believe Congress should consider when 
writing the next farm bill. I am President of the National Barley Growers Associa- 
tion (NBGA). I raise barley and wheat at about 6,000 elevation near Soda Springs, 
Idaho. 

NBGA supports the structure of the current farm bill, but has serious concerns 
regarding the equity of program crop support levels, and in particular, the level of 
barley support relative to other program crops. NBGA believes that the U.S. barley 
industry has lost significant competitiveness in its traditional Northern Tier grow- 
ing region due, in part, to distortions in Federal farm program supports. Acreage 
trends certainly underscore our concerns. The National Agricultural Statistics Serv- 
ice’s June 30, 2006 Acreage Report repeatedly used the terms “lowest level,” “new 
low,” and “record lows” when reporting barley seeded acreage last year: 

“Growers (barley) seeded 3.5 million acres for 2006, down 10 percent from the 
3.88 million acres seeded a year ago, and the lowest since barley planted acreage 
estimates began in 1926. Acres for harvest, at 2.99 million . . . the lowest since 
records began in 1926. North Dakota growers planted 1.05 million acres, a new 
low since records began in 1926 . . . In Montana, planted area is down 100,000 
acres from last year to the lowest level since 1953, while Idaho’s 560,000 planted 
acres is the lowest since 1967. California, Colorado, Minnesota, and South Da- 
kota ... set new record lows for planted acreage, with records going back to 
the 1920s.” 
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The Senate Agriculture Committee sought on NBGA’s behalf a FAPRI analysis on 
the affect the U.S. farm bill is having on barley acres and to identify changes that 
could be made in future policy that would treat barley more equitable relative to 
other program crops. According to FAPRI’s findings, marketing loan benefits under 
the 2002 Farm Bill have clearly favored corn and soybeans over barley and wheat. 
In the Northern Plains, the average annual marketing loan benefit between 2000 
and 2005 was $4 per acre for wheat, $8 for barley, $12 for soybeans and $21 for 
corn. At the national level, the combination of marketing loan benefits and market 
returns can help explain the increase in national soybean and corn acreage since 
the early 1990s and the decline in small grain production. The report can be found 
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at http:! / www.fapri.missouri.edu I outreach I publications 1 2006 / FAFRI_UMC_Re 
port 15 06.pdf. 

To mitigate the inequities of the current farm bill, NBGA supports a 2007 Farm 
Bill proposal that would set barley and other crop loan rates and target prices at 
a percentage of a crop’s 2000-2004 Olympic average of prices. It is significant to 
note in the table helow that barley’s loan level at 75 percent is the lowest of any 
crop; and its target price at 91 percent is also among the lowest. Likewise, barley’s 
current direct payment level at 10 percent is also in the lower range of all the pro- 
gram crops. 



2000-20(M 

Olympic 


l.oao Kite 


1 Target Price 

1 Direct Payment 


CurreDl 

11 a % or 

Propoied 

Current 

ai a % of 

Propo^d 

Current 

Proposed 

C'ommodiiy 

Asg. Price 

2004-07 

Oly. Avg. 

2008 

2004-07 

Oly. Avp- 

2008 

2004-07 

2008 

Bariev (bu.) 

S2.47* 

SI.85 

75% 

S2.35* 

S2.24 

91% 

S3.2I* 

S0.24 

SU.42 

Wheat <bu.) 

S.V19 

$2.75 

86% 

S.V03 

$.3.92 

123% 

$4.15 

$0.52 

$0.52 

1 Com<bu.) 

S2.12 

$1.95 

92% 

$2.01 

$2.63 

124% 

$2.75 

$0.28 

$0.28 

Soybeans (bu.) 

S5.27 

$5.00 

95% 

$5.0 1 

$5.80 

M(P/» 

$6.85 

$0.44 

$0.44 

, Cotton (lb.) 

$0,468 

$0,520 

111% 

$0,520 

$0,724 

155% 

$0,724 

$0,067 

$0,067 

Ricc<c\^l.> 

S5.8I 

$6.50 

112% 

$6.50 

$10.50 

181% 

$10.50 

$2.35 

$2.35 

(irain Sorglium (bu.) 

S2.05 

$1.95 

95% 

$1.95 

S2.57 

125% 

$2.66 

$0.35 

$0.35 


* K«k>'» 2000-2004 Ohmpic Avcn$euf Prico Udclcrmincd u!«inK'’j|]| Karlcs'*pncc%. The ('ouM> Prkc will conlinue iohe<lctcnninc«J uviny 

onl> “feed bark} " prices; Counicr-<.'\clical pasment calcuUtiom will be revised lo usiDg“all barks'* prkes. 

NBGA believes the following changes to current law would provide much greater 
equity between program crops in the 2007 Farm Bill. Specifically, the proposal we 
support would adjust all loan rates to 95 percent of each crop’s 2000-2004 Olympic 
average of prices, which would equal $2.35/bu for barley. Likewise, all target prices 
would be adjusted tol30 percent of each crop’s 2000-2004 Olympic average of prices, 
which would equal $3.21/bu per bushel. However, crops currently at or above the 
95 and 130 percent support levels in this proposal would be left at current levels. 

NBGA also supports increasing the barley direct payment to no less than $.42; 
which would be equal to 17 percent of the 2000-2004 Olympic average of prices. 

NBGA also supports the current level of payment limits and structure, including 
the continuation of the three-entity rule. 

NBGA supports the creation of a permanent disaster program, but does not sup- 
port funding such a program from within the commodity title. 

NBGA understands the budgetary constraints facing the Committee as it begins 
to draft the 2007 Farm Bill, but urges the Committee to seriously consider these 
proposals designed to insert equity into program crop support levels. I want to again 
thank the Committee for this opportunity to testify about NBGA priorities for the 
2007 Farm Bill. If you have any questions, I will be happy to address them. 

Evan Hayes, 

President, National Barley Growers Association. 

The Chairman. Thank you, sir. Mr. Evans. 

STATEMENT OF JAMES EVANS, CHAIRMAN, USA DRY PEA AND 

LENTIL COUNCIL; WHEAT, BARLEY, DRY PEAS, LENTILS, 

AND CHICKPEA FARMER, GENESEE, ID 

Mr. Evans. Thank you, Mr. Chairman and Members of the Sub- 
committee. My name is Jim Evans. I am a farmer of dry peas, len- 
tils, chickpeas, wheat and barley near Genesee, Idaho. Today, I am 
testifying on behalf of the USA Dry Pea and Lentil Council, a na- 
tional organization representing producers, processors, exporters of 
dry peas, lentils and chickpeas across the northern tier of the 
United States. 

To begin with, we believe it is critical for the United States to 
provide a solid safety net to U.S. producers during periods of low 
prices and natural disaster. The 2007 commodity title should con- 
tinue to encourage farmers to take advantage of market opportuni- 
ties and reward them for being good environmental stewards. Right 
now commodity prices are up, and for the first time in years it ap- 
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pears that U.S. farmers might do a little bit better than breaking 
even. Hallelujah. I hope it never ends. But some day it will and 
when it does, our farm policy must protect farmers from continued 
subsidized competition, high tariffs, phytosanitary trade barriers 
and exchange rate manipulation. 

As Congress writes a new farm bill, we ask that it include the 
following programs in the commodity title — pulse crops: dry peas, 
lentils and chickpeas, entered the farm program in 2002 with the 
introduction of the pulse marketing assistance loan program for 
dry peas and lentils and chickpeas. Our industry seeks to be in- 
cluded and be treated equally along with other program crops. 

The Marketing Loan/LDP Program provides the best safety net 
for U.S. pulse growers facing dips in market prices. The table 
below shows the pulse loan rate set by law in the 2002 farm pro- 
gram and our request is to continue this program at the same lev- 
els in the 2007 Farm Bill. The 2002 Farm Bill created the Mar- 
keting Loan Program for small chickpeas. Our organization sup- 
ports the creation of a marketing assistance loan program for large 
chickpeas in the 2007 Farm Bill. We ask that the loan rate be set 
at $18 a hundredweight for large chickpeas. The loan rate should 
be based on number three grade chickpeas that stay above a We4 
round sieve. 

To reduce our dependence on foreign oil, we support a strong en- 
ergy component in the 2007 Farm Bill. The most effective way to 
reduce our dependence on foreign oil is to encourage U.S. farmers 
to implement a sound energy conversation strategy. To encourage 
energy conservation, we propose the creation of a pulse energy con- 
servation incentive payment; PECIP we call it. Dry peas, lentils 
and chickpeas are legumes and they do not require the use of nitro- 
gen fertilizer in the production cycle. In fact, university research 
showed that dry peas, lentils, and chickpeas provide a 40 pound 
per acre nitrogen credit for the next crop in the rotation. In addi- 
tion to conserving energy, pulse crops also fix nitrogen in the soil, 
which provides a significant offset to greenhouse gas emissions. 
The program would be delivered as a direct payment to those pro- 
ducers who plant energy-conserving crops like dry peas, lentils, and 
chickpeas. The payment would be based on multiplying the nitro- 
gen credit saved by planting a pulse crop, 40 pounds an acre, times 
the current cost of nitrogen fertilizer, 380 a pound. The payment 
would be roughly $15 per acre for pulse crops with nitrogen prices. 
As Congress works on providing new incentives for the creation of 
biofuels, we ask that equal weight be given to providing incentives 
to produce pulse crops that conserve our energy resources. 

Pulse crops are grown in a rotation with wheat, barely and minor 
oilseeds across the northern tier of the United States. Each crop in 
the rotation has a direct payment except for pulses. We support the 
creation of a direct payment for dry peas, lentils, and chickpeas 
equal to the direct payment received for wheat. The current direct 
payment for wheat is 520 per bushel. The table below establishes 
a pulse direct payment based on the current wheat direct payment 
program. 

The counter-cyclical program provides an additional safety net to 
producers facing a downturn in the market. We support the cre- 
ation of a pulse counter-cyclical program for dry peas, lentils and 



136 


chickpeas equal to 130 percent of pulse loan rates established in 
the 2002 Farm Bill. The following table shows the pulse counter- 
cyclical price based on 130 percent of the pulse marketing assist- 
ance loan rates. 

Producers need planting flexibility to respond to market signals. 
Over 90 percent of chickpeas produced in the United States are 
gown in Washington, Idaho, Montana, North Dakota, and South 
Dakota. Currently chickpeas are classified as a vegetable crop and 
are not eligible to be planted on program crops. The growers pro- 
ducing chickpeas in the northern tier primarily produce program 
crops that are eligible to be planted on program acres. The Council 
supports the inclusion of chickpeas, large and small, as an eligible 
crop to be planted on farm program base acres in the 2007 Farm 
Bill. 

In summary, the Council believes the commodity title of the 2007 
Farm Bill should continue the current pulse marketing assistance 
loan program with the addition of large chickpeas. We believe the 
safety net for pulses should be expanded and include pulse direct 
payment and a counter-cyclical payment. We ask Congress to con- 
sider our pulse energy conservation incentive payment program to 
encourage producers to conserve energy. I thank you for your time 
and I will answer any questions you ask. 

[The prepared statement of Mr. Evans follows:] 

Prepared Statement of James Evans, Chairman, USA Dry Pea and Lentil 
Council; Wheat, Barley, Dry Peas, Lentils, and Chickpea Farmer, Genesee, 
ID 

Introduction 

Mr. Chairman and Members of the Subcommittee, my name is Jim Evans. I am 
a farmer of dry peas, lentils, chickpeas, wheat and barley near Genesee, Idaho. 
Today, I am testifying on behalf of the USA Dry Pea and Lentil Council, a national 
organization representing producers, processors and exporters of dry peas, lentils 
and chickpeas across the northern tier of the United States. Our membership in- 
cludes farmers, processors and exporters in Washington, Idaho, Oregon, Montana, 
North and South Dakota, Minnesota, Nebraska, Wyoming, Colorado and Kansas. I 
am the current Chairman of the organization and in the audience today is the Vice 
Chairman of our Council, Greg Johnson. Greg owns and operates a large dry pea, 
lentil and chickpea processing facility in Minot, North Dakota. 

The USA Dry Pea & Lentil Council would like to thank you for holding this hear- 
ing and providing our organization with the opportunity to share our ideas on the 
2007 Farm Bill. To begin with, we believe it is critical for the United States to pro- 
vide a solid safety net to our producers during periods of low prices or natural dis- 
aster. The 2007 Farm Bill should continue to encourage farmers to take advantage 
of market opportunities and reward them for being good environmental stewards. 
Right now commodity prices are up and for the first time in years it appears that 
U.S. agriculture might do a little better than breaking even. Hallelujah! I hope 
it never ends. But some day it will and when it does our farm policy must protect 
our producers from continued subsidized competition, high tariffs, ph 3 d;osanitary 
barriers and exchange rate manipulation. As Congress writes a new farm bill we 
ask that it include the following programs in the commodity title: 

2002 Farm Bill — Pulse crops (dry peas, lentils and chickpeas) entered the farm 
program family in 2002 with the introduction of the pulse marketing assistance loan 
program for dry peas, lentils and small chickpeas. Our industry seeks to be included 
and treated equally with other farm program commodities. 
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2002 Farm Bill 
Pulse Loan Program 


rauSADiaPLA 

m&LExmCoiya 


1 Loan Rates, Direct Payments and Target Prices for Covered Commodities 1 



Loan Rate 

Direct Payment 

Target Price 

Crop 

Unit 

2002-2003 

2004-2007 

2002-2007 

2002-2003 

2004-2007 

Com 

Bu. 

SI. 98 

SI. 95 

S0.28 

S2.60 

$2.63 

Sorghum 

Bu. 

SI. 98 

SI. 95 

S0.35 

S2.54 

$2.57 

Barley 

Bu. 

SI. 88 

SI. 85 

S0.24 

S2.2I 

$2.24 

Oats 

Bu. 

SI. 35 

SI. 33 

S0.024 

SI. 40 

$1.44 

Wheat 

Bu. 

S2.80 

S2.75 

S0.52 

S3.85 

S.3.92 

Soybeans 

Bu. 

S5.00 

S5.00 

S0.44 

S5.80 

$5.80 

Minor Oilseeds 

lb. 

S0.0960 

S0.0930 

S0.0080 

$0.0980 

$0.1010 

Cotton 

lb. 

S0.5200 

S0.5200 

S0.0657 

S0.7240 

$0.7240 

Rice 

cwt. 

S6.50 

S6.50 

S2.35 

SI0.50 

$10.50 

Dry Peas 

evtt. 

S6J13 

S6.22 




Lentils 

c» 1. 

SI 1.94 

SI 1.72 




.S. Chickpeas 

cwt. 

S7.56 

S7.43 





Title I — Commodity Programs 

Marketing Loan Program/LDP — The nonrecourse marketing assistance loan 
and loan deficiency pa 3 Tnent (LDP) program provides the hest safety net for U.S. 
pulse farmers facing dips in market prices. The following table shows the pulse loan 
rates set by law in the 2002 farm program and our request to continue the program 
at the same levels in the 2007 Farm Bill: 


Pulse Marketing Loan History and 2007 Farm Bill Request 


Pulse Crop 

Loan Rate Basis 
(by law) 

2002-2003 

2004-2007 

2007 Farm 
Bill Request 

Dry Peas 

Feed Peas/$cyvt. 

$6.33 

$6.22 

$6.22 

Lentils 

No. 3 gradc/$cyvt. 

$11.94 

$11.72 

$11.72 

Small 

Chickpeas 

No. 3. Grade /Seyvt. 
(below 20/64'*' 
round hole screen) 

$7.56 

$7.43 

$7.43 

Large 

Chickpeas 

No. 3 Grade/Seyvt. 
(above 20/64ths 
round hole screen) 

1 


$18.00 


Large Chickpeas — The USADPLC supports the creation of a marketing assist- 
ance loan program for large chickpeas. We ask that the loan rate be set at $18.00/ 
cwt. for large chickpeas. The loan rate should be based on a No. three grade 
large chickpea that stays above a ^%4 round hole sieve. 

2. Pulse Energy Conservation Incentive Payment (PECIP) 

To reduce our dependence on foreign oil, the USADPLC supports a strong energy 
component in the 2007 Farm Bill. The most effective way to reduce our dependence 
on foreign oil is to encourage U.S. farmers to implement a sound energy conserva- 
tion strategy. The USADPLC supports the creation of a Pulse Energy Conservation 
Incentive Pa 3 Tnent (PECIP). 
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Dry peas, lentils and chickpeas do not require the use of nitrogen fertilizer. In 
fact, university research has shown that the production of dry peas, lentils and 
chickpeas provides a 40 pound per acre nitrogen credit for the next crop in the rota- 
tion. The Pulse Energy Conservation Incentive Pa 3 nnent would multiply the nitro- 
gen credit saved by planting a pulse crop (40 Ibs/ac.) by the cost of nitrogen ($0.38/ 
lb.). The payment would be $15.00 per acre for pulse crops with current nitrogen 
fertilizer prices. 


Pulse Energy Conservation Incentive Payment (PECIP ) 


1 

1 

Pulse Crop 
Nitrogen 
Credit 
Lbs./Acre 

Cost of Nitrogen 
($ per lb.) 

PECIP 

$/Acre 

Dry Peas, Lentils, 
Chickpeas 

40 lbs 

$0.38/lb 

$ 15.00/Acre 


As Congress works on providing new incentives for the creation of biofuels, we ask 
that equal weight be given to providing incentives to produce pulse crops that con- 
serve our nation’s energy resources. 


3. Pulse Direct Payment Program 

The production of pulse crops (dry peas, lentils and chickpeas) is grown in rota- 
tion with wheat, barley and minor oilseeds across the northern tier of the United 
States. Each crop in the rotation has a direct payment except for pulse crops. The 
USADPLC supports the creation of a direct payment for pulse crops (dry peas, len- 
tils and chickpeas) equal to the direct payment received for wheat. The current di- 
rect payment for wheat is $0.52 cents per bushel. The table below establishes a 
pulse direct payment based on the current wheat direct payment program. 


Pulse Direct P ay ment Program 


Crop 

Pulse Direct 
Payment 

Avg. Yield Per 
Acre (10 yr) 
(bu./lbs) 

Direct Payment 

Per Acre 

Wheat ($/bu.) 

$0.52/bu. 

($0.86/cwt.) 

40 bu. 

(2400/lbs) 

$20.00 

Dry Peas ($/cwt.) 

$1.05/cwt. 

1900/lbs 

$20.00 

Lentils ($/cwt.) 

$ 1 .67/cwt. 

1200/lbs 


Chickpeas (Small 
and Large) ($/cwt.) 

$2.00/cwt. 

1000/lbs 



Pulse Base Acres — The USADPLC supports the creation of a USDA-ESA base 
for pulse crops (dry peas, lentils and chickpeas) in the 2007 Farm Bill in order to 
receive a direct payment. Producers should be allowed to sign up their vegetable 
base for the pulse direct payment program. 

4. Pulse Counter-Cyclical Program 

The counter-cyclical program provides an additional safety net to producers facing 
a downturn in the market. The USADPLC supports the creation of a pulse counter- 
cyclical program for dry peas, lentils and chickpeas equal to 130% of the pulse loan 
rates established in the 2002 Farm Bill. The following table shows the Pulse 
Counter-Cyclical Target Price based on 130% of the pulse marketing assistance loan 
rates. 
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Pulse Counter Cyclical Program 
2007 Farm Bill Request 


Pulse Crop 

Counter Cyclical 
Based On 

Loan Rate 
2004-2007 

Pulse Counter 
Cyclical Target Price 
(130% Loan Rates) 

Dry Peas 

Feed Peas/$cwt. 

$6.22 

$8.09/cwt. 

Lentils 

No. 3 grade/Sewt. 

$11.72 

$15.24/cwt. 

Small 

Chickpeas 

No. 3. Grade /$c\vt. 
(below 20/64"“ round 
hole screen) 

$7.43 

$9.66/cwt. 

Large 

Chickpeas 

No. 3 Grade/$cwt. 
(above 20/64ths round 
hole screen) 

$18.00* 

$23.40/cwt. 




* Large Chickpeas were not included in the 2002 Farm Bill. The $18.00/cwt. on large 
chickpeas is a suggested loan rate level for Large Chickpeas for the 2007 Farm Bill. 


5. Remove Chickpeas from Fruit & Vegetable List 

Producers need planting flexibility to respond to market signals. Over 90% of the 
chickpeas produced in the United States are grown in WA, ID, MT, ND, and SD. 
Currently chickpeas are classified as a vegetable crop and are not eligible to be 
planted on farm program base acres. The growers producing chickpeas in the north- 
ern tier primarily produce program crops that are eligible to be planted on farm pro- 
gram base acres. The USADPLC supports the inclusion of chickpeas (Small and 
Large) as an eligible crop to be planted on farm program base acres in the 2007 
Farm Bill. 

Title X — Crop Insurance 

Our organization supports establishing Federal Crop Insurance programs for all 
dry peas, lentils, and chickpeas that manage risk at an affordable price. We rec- 
ommend the following issues be addressed to improve crop insurance for pulse pro- 
ducers: 

1. Pulse Long Term Revenue (LTR) Coverage — The 2002 Farm Bill required 
RMA to develop new “revenue” policies for non-program crops. Revenue coverage is 
not presently an option for producers of dry peas, lentils or chickpeas. Our organiza- 
tion has been working with RMA to create a “revenue” program for pulses since 
2001. Our commodity was chosen to participate in an RMA initiative to develop a 
new revenue based insurance program for pulses. Unfortunately, we still do not 
have a revenue insurance program for dry peas or lentils. The 2007 Farm Bill needs 
to put additional pressure on RMA to create new programs for minor crops with 
firm deadlines. 

2. APH Crop History — Pulse producers are required by RMA to have 4 years 
of production data to establish an Actual Production History (APH). Pulse crops are 
grown in a 3, 4 and sometimes 5 year crop rotation. It could take 12 to 20 years 
to establish an APH for a new grower. Last year RMA created a pilot program in 
North Dakota that would allow producers to generate an APH history in a shorter 
amount of time. Under the “Personal T Yield” pilot program a producer can gen- 
erate production history each year for all units across his farm even if the unit did 
not produce pulses. This pilot program needs to be expanded to all growing regions 
raising pulses in the 2007 Farm Bill. 

3. Optional Unit Structure Written Agreements — Baekground — In 2005- 
2006 the RMA rewrote the Optional Unit Structure Written Agreements to make 
them consistent throughout the country. There are many farms across the northern 
tier of the U.S., especially in the PNW, that do not fit the existing U.S. Rectangular 
Survey System that splits unit divisions based on sections or section equivalents. 
The rectangular survey system may work in flat regions of the country, but it fails 
miserably in the hills and valleys across the northern tier where producers farm 
outside section lines due to the varied topography. The RMA has decided to raise 
a “unit” under these agreements from 160 acres to 320 acres. The 320 acre unit 
sized is not fair to producers who face highly variable topography. Optional Unit 
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Structure Written Agreement size should be lowered from 320 acres to a 100 acre 
minimum for those areas of the country with varied topography. 

In summary, the USA Dry Pea and Lentil Council believe the commodity title 
in the 2007 Farm Bill should continue the pulse marketing assistance loan program. 
We believe the safety net for pulses should be expanded to include a pulse direct 
payment and counter-cyclical program. We ask Congress to consider our Pulse En- 
ergy Conservation Incentive Payment program to encourage producers to conserve 
energy. Viable Federal Crop Insurance programs are critical to pulse producers and 
a new revenue program for pulse crops is needed. 

I would like to thank the Committee for the opportunity to speak to you today, 
and I would be happy to answer any questions. 

The Chairman. Thank you, sir. Mr. Shelor, for your final com- 
ments, please, sir. 

STATEMENT OF GREGORY SHELOR, PRESIDENT, KANSAS 

GRAIN SORGHUM PRODUCERS ASSOCIATION; PAST 

PRESIDENT, NATIONAL SORGHUM PRODUCERS; FARMER, 

MINNEOLA, KS 

Mr. Shelor. Thank you. On behalf of the National Sorghum Pro- 
ducers, I would like to thank this Subcommittee for the opportunity 
to discuss the farm bill and its impact to the sorghum industry and 
my farm. My name is Greg Shelor and I farm in southwest Kansas. 
I raise dryland sorghum and wheat in a sorghum-wheat-fallow ro- 
tation, and irrigate sorghum, corn and soybeans. My no-till produc- 
tion practices enhance water conservation and prevent wind and 
water erosion. More importantly, I have recently bought stock in an 
ethanol plant near Dodge City, which will produce 110 million gal- 
lons of ethanol per year. I expect that half the feed stock used will 
come from sorghum, since it is an economical and viable alter- 
native starch and yields the same amount of ethanol per bushel as 
corn. The ethanol industry is rapidly changing how sorghum is 
priced by equalizing sorghum and corn prices at a local level. 

Sorghum producers are strong supporters of the 2002 Farm Bill 
because it significantly improved the equitable treatment given sor- 
ghum producers, related to other feed grains. Priorities for the 
2007 Farm Bill are to equalize the sorghum loan rate set at county 
level with other feed grains; maintain guaranteed direct payments, 
because they are important in the semi-arid sorghum belt; preserve 
a safety net of LDPs and counter-cyclical payments for commod- 
ities, as we all understand the cyclical nature of agriculture. 

While we are hoping the commodity prices don’t drop to loan rate 
levels again soon, the reality of farm economy is that prices will 
drop, related to the county loan rate issue in 2006. The largest sor- 
ghum-producing States of Kansas and Texas, which produce 75 
percent of the U.S. grain sorghum crop yield, only 33 of those 359 
counties had loan rates equal to or above corn. In those 33 coun- 
ties, the average loan rate was 30 per bushel over corn. In the 
other 326 counties, the average loan rate was 150 per bushel under 
corn. In an average loan rate situation, this difference cost the pro- 
ducer $10 per acre based on a 70 bushel yield. This makes a dif- 
ference in which crop a producer chooses to plant in a loan rate en- 
vironment. Fortunately, I can sell sorghum today for double my 
county loan rate, but last year this was a significant factor in de- 
ciding which crop I grew, even though we were dry and my cash 
prices for feed grains was within a couple of cents of equal. 
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As you write a new commodity title, maintaining the equitable 
direct payments, loan rates and counter-cyclical rates between all 
crops should be a high priority. The direct payment is very impor- 
tant to growers like me, as it is critical in the years we have a 
drought, which are not uncommon in the semi-arid sorghum belt. 
If sorghum had to rank payments today, direct payments would be 
the most important. 

Most of the sorghum-growing region is in a semi-arid Great 
Plains region. Due to the extreme weather conditions of our area, 
our farmers are vulnerable to significant yield variations. Sorghum 
farmers support a well-funded and policed disaster provision that 
would supplement the limited safety net that crop insurance pro- 
vides. Our first funding priority would be the current safety net, 
but if money was found, we would support a permanent disaster 
program. 

If the Committee decides to address crop insurance, the price 
election mechanism for the sorghum industry is in desperate need 
of reform. The manner in which RMA sets price elections on sor- 
ghum is antiquated and is does not accurately reflect current mar- 
ket realities. USDA has an easier job of setting prices for commod- 
ities that have a futures market and more importantly, the future 
market is a forward-looking price mechanism. But for sorghum, 
and commodities like sorghum, they are not traded on the futures 
market, which USDA is forced to rely on past markets. 

Once again, I appreciate the Committee’s interest in sorghum 
and look forward to working with you and would be happy to an- 
swer any questions. 

[The prepared statement of Mr. Shelor follows:] 

Prepared Statement of Gregory Shelor, President, Kansas Grain Sorghum 

Producers Association; Past President, National Sorghum Producers; 

Farmer, Minneola, KS 

Introduction 

On behalf of the National Sorghum Producers, I would like to thank the House 
Committee on Agriculture for the opportunity to discuss the farm bill and its impact 
on the sorghum industry and my farm. 

My name is Greg Shelor, and I farm near Minneola, Kansas. I raise dryland sor- 
ghum, wheat, and I have cow-calf pairs on our grassland. My 1,700 acre cropping 
system is a wheat-sorghum-fallow rotation, which includes 250 acres of irrigated 
corn. My no-tillage practices enhance water conservation and prevent wind and 
water erosion. In addition, I have recently bought stock in the Dodge City, Kansas 
ethanol plant that will produce 110 million gallons of ethanol per year. I expect that 
half of the feedstock used will be sorghum. 

My written testimony will follow the titles of the farm bill. While the commodity 
title remains the most significant title to most sorghum farmers and this Sub- 
committee, the energy title and energy legislation are drawing an increasing 
amount of attention. 

Ethanol production is the fastest growing value-added market for the sorghum in- 
dustry. Producers are working to attract ethanol plants to their areas because it can 
increase the local cash price. Sorghum is a good fit for ethanol production because 
one bushel of sorghum produces the same amount of ethanol as one bushel of corn. 
NSP endorses the Renewable Fuels Association’s energy title recommendations. 

I have historically marketed all of my sorghum production to a local hog farm for 
use in their feed ration. This past fall, all my sorghum went to an industrial starch 
processor which converts my sorghum into starch that is used to make wallboard. 

NSP represents U.S. sorghum producers nationwide our major responsibilities are 
to increase the profitability of sorghum producers through market development, re- 
search, education, and legislative representation. 
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NSP is committed to work with the Committee and its staff as it works to reau- 
thorize our nation’s farm laws. The organization and industry are supportive of the 
current farm hill. However, we believe that Congress can clarify several program 
details so that USDA interpretation does not impact producers’ ability to use sor- 
ghum in a profitable cropping system. 

A Brief Description of Sorghum 

I would like to give you a brief history of sorghum and outline for you some of 
the unique opportunities that we have in sorghum. Sorghum originated in Africa 
and continues to be a staple in the diet of many Africans. Benjamin Franklin first 
introduced sorghum to the United States in 1725. In the 1850s, the U.S. Govern- 
ment began introducing various forage varieties from China and Africa. 

This versatile crop is used both in human food systems and, primarily in the 
United States, as an animal feed and energy crop. It is currently a non-GMO crop 
though NSP supports work on moving new technologies into the crop. Industrially, 
sorghum, like corn, is valued for its starch content. A prime example of this is the 
ethanol industry, which can use both corn and sorghum interchangeably in ethanol 
production. Its co-product, distiller’s grain, is a valuable and widely accepted feed 
for both cattle feeders and dairies. 

Industry Overview 

The Great Plains states produce the largest volume of grain sorghum, but the 
crop is grown from California to North Carolina. According to the National Agricul- 
tural Statistics Service, last year sorghum was produced in many of the states that 
you represent. This includes North Carolina, Kansas, Georgia, Illinois, Texas, Okla- 
homa, South Dakota, Colorado, Nebraska, Missouri, Louisiana, Arkansas, Mis- 
sissippi, and California. Over the past ten years, grain sorghum acreage has ranged 
from a high of 13.1 million acres in 1996 to a low of 6.5 million acres planted in 
2006. Annual production from the last 10 years has ranged from 795 million bushels 
to 360 million bushels, with an approximate value of 1.2 billion dollars annually. 

The creation of the Conservation Reserve Program in the 1985 Farm Bill had a 
significant impact on the sorghum industry. Today’s sorghum acreage is Vs of what 
it was prior to the 1985 Farm Bill. It is a goal of the industry to increase producer’s 
profitability and to take acres back closer to the pre-1985 Farm Bill level. NSP ex- 
pects that returning acreage to that level will help ensure the infrastructure to sup- 
ply the needs of the ethanol industry, livestock industry and export markets. The 
sorghum industry has submitted to USDA a national check off which will allow pro- 
ducers the opportunity to direct research funds towards their priorities. And, it will 
ensure research and development funding to continue to improve our crop. In addi- 
tion, forage sorghum utilized as silage, hay and direct grazing represents approxi- 
mately five million acres of production in addition to grain sorghum production. The 
USDA reported that in 2005, 311,000 acres of sorghum were harvested for silage, 
producing approximately 3.5 million tons of silage. 

The U.S. is the world’s chief exporter of grain sorghum, and the crop ranks fifth 
in size as a U.S. crop behind corn, soybeans, wheat, and cotton. Historically, roughly 
45% of the crop is exported. This represents approximately 80% of world market 
share in sorghum exports. Of the 55% of the crop that is not exported, 27% goes 
into pork, poultry, and cattle feed; 24% goes into ethanol production; 3% goes into 
industrial use; and 1% goes into the food chain. In fact, sorghum’s newest market 
is the exponentially growing ethanol industry. We have seen a 57 percent increase 
in that market over the last 2 years and expect it to grow even faster over the next 
12 months as we have over one billion gallons of ethanol capacity coming on line 
in the sorghum growing areas in the next 12 months. 

The growth of the ethanol industry in the sorghum belt has been phenomenal. For 
example, marketers tell us in western Kansas that the new plants under construc- 
tion in my low basis area of our state will push the use of sorghum for ethanol pro- 
duction in our area to 50% of our 2007 grain sorghum production. Worldwide, ap- 
proximately half of total production of grain sorghum is consumed directly as 
human food. In addition, the U.S. dominates world sorghum seed production with 
a billion dollar seed industry focused on 200,000 acres primarily in the Texas Pan- 
handle. 

Sorghum is a unique, drought tolerant crop that is a vital component in cropping 
rotations for many U.S. farmers. 

Title I — Commodity Programs 

Sorghum producers like me have been strong supporters of the 2002 Farm Bill 
because it significantly improves the equitable treatment given sorghum producers 
relative to other feed grains. However, many of the county loan rates of the organi- 
zation’s board of directors are still below the loan rates of other feed grains. 
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For example, in the two largest sorghum-producing states of Kansas and Texas, 
which produced 75% of the U.S. grain sorghum crop, only 33 of the 359 counties 
had loan rates equal to or above corn. In those 33 counties, the average sorghum 
loan rate was 3® per bushel over corn. In the other 326 counties, the average sor- 
ghum loan rate was 15® per bushel under corn. In an average loan rate situation, 
this difference costs a producer $10/acre (.15® x 70 bushels) and makes a difference 
in which crop he may chose to plant. Fortunately, I can sell sorghum today for dou- 
ble my county loan rate, but only last year this was a significant factor in my deci- 
sion on which crop I grew even though my cash price for feed grains was within 
a couple of cents of equal. 

When a new farm bill replaces our current farm legislation, maintaining equitable 
direct payments and loan rates between all crops are high priorities. The direct pay- 
ment is very important to growers like me as it is critical in the years we have a 
drought, which are not uncommon in the semi-arid sorghum belt. 

We also understand tbe cyclical nature of tbe farm economy, and it is a matter 
of time until prices drop. Therefore, tbe sorgbum industry is asking for a safety net 
that is on par with other crops as a counter-cyclical type program. Most of the sor- 
ghum growing region is in the Great Plains region. Due to the extreme weather con- 
ditions of the area, our farms are vulnerable to significant 3 deld variability. Sor- 
ghum farmers support a well funded and policed disaster provision that would sup- 
plement the limited safety net that crop insurance provides if funding is available. 

Also, if another new policy option, revenue assurance, becomes part of serious pol- 
icy debate, then it will be important for Members of the Agriculture Committee to 
understand that the devil is in the details of how the program functions. For exam- 
ple, drought can impact the baseline period for the semi-arid sorghum belt. Seventy 
percent of a zero yield is still zero revenue — no matter how high the price. This 
method of delivering farm benefits must be closely studied and well funded at a 
local level for our producers to support it. 

Risk Management 

If the Committee decides to address crop insurance, the price election mechanism 
for the sorghum industry is in desperate need of reform. The manner in which RMA 
sets price elections in sorghum is antiquated and it does not accurately reflect cur- 
rent market realities. Corn is used as a base comparison since both are feed grains, 
and in the CRC Commodity Exchange Endorsement, RMA uses a percentage of the 
corn price election to set the sorghum price election. For reference, the MPCI price 
election for corn in 2006 was 2.5% higher than sorghum. The CRC price election 
for corn was 11% higher than sorghum. In 2007, RMA set price elections for sor- 
ghum at 94.3% of corn for MPCI and 94.4% of corn for CRC policies. This was after 
repeated attempts by NSP to encourage RMA to set them equal or above corn. 
NASS’ Agricultural Prices monthly publication has shown sorghum equal or above 
corn since May 2006. NASS valued sorghum 16% higher than corn in January 2007. 
WASDE also reported a $.10/bu higher price range for sorghum over corn in their 
last report. A crop insurance guarantee is a vital part of most farmers’ cash flow 
plans and makes a difference in the crop that is planted on that farm. Sorghum pro- 
ducers deserve a level playing field to compete with other crops. 

Title II — Conservation Policy 

Sorghum producers would be extremely anxious about switching from our current 
commodity based farm programs and farm policy to a completely conservation-based 
payment policy if that new program would he operated similar to the current admin- 
istration of the current programs. Our membership is frustrated with the operation 
of the Conservation Security Program in many states. Only a few farmers have even 
been allowed to apply for conservation programs under the CSP program because 
of the limited geographical areas approved, and only a few of the applicants have 
been accepted. Often, advice from local NRCS officials on one simple question has 
been the difference between a farmer receiving a significant contract or nothing at 
all. That uncertainty is causing a lot of angst toward the pro^am. 

Our members feel strongly that serious problems exist with the program. First, 
sorghum farmers consider sorghum a conservation crop because it uses less water, 
fertilizer and chemicals and works very well on marginal lands around the country. 
We believe that a “water-sipping” crop like sorghum should be a natural fit for the 
program. 

Our producers would ask that the new Conservation Security Program operate in 
a manner that allows them more flexibility in the tiers of the program they can par- 
ticipate. 

Conservation programs must be flexible enough to meet the diverse needs of dif- 
ferent cropping systems and climatic conditions. 
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Water Use Is Inereasing 

NSP applauds the 2002 Committee for giving serious consideration to the future 
of water supplies in the semi-arid regions of the Plains, a region highly dependent 
upon sorghum, by creating the Ground and Surface Water Conservation Program 
as part of the Environmental Quality Incentive Programs (EQIP). However, more 
can and must be done to conserve water in the country’s semi-arid agricultural pro- 
ducing region. NSP leadership believes that water quantity issues will continue to 
grow in importance and urgency as non-agricultural uses compete with agricultural 
uses in the sorghum belt. 

Sorghum is known as a “water-sipping” crop. According to research conducted at 
the USDA Agricultural Research Service facility in Bushland, Texas, sorghum uses 
approximately Vs less water than either corn or soybeans, and 15% less water than 
wheat. It is a crop that is adapted to semi-arid agricultural regions; that is, regions 
that may receive less than 20 inches of rain a year or in higher rainfall areas that 
have soils with poor water holding capabilities. Corn and soybeans, on the other 
hand, are primarily grown in areas that receive 30-40 inches of rain a year. Be- 
cause of its excellent drought tolerance and varied uses, sorghum is a viable option 
for producers in the Plains states. 

Demand for water is increasing in the semi-arid regions of the U.S., especially for 
non-agricultural uses. NSP is concerned that the demand for water for both agri- 
culture and non-agriculture use could create a climate of tension that is not produc- 
tive for either group. Since 1985, five million acres of high water-use crops have re- 
placed sorghum acres in the Plains states. A prime example of this is western Kan- 
sas, which has had serious drought for the last 7 years. Yet, irrigated acres for high 
water-use crops continue to increase. As a result, since 1985, western Kansas has 
lost 600,000 planted acres of irrigated sorghum. Sorghum producers in Kansas and 
in other sorghum states believe that this trend needs to be reversed. The following 
chart shows the decrease in sorghum acres and the increase in higher water-use 
crops (USDA, NASS 2003 data). 

high water use cro|>s compared to sorghum 



-Sorghum 

- High Water Use Crop* 


Increasing water demand for agricultural and non-agricultural use is also a global 
concern. According to the National Water Research Institute (NWRI), 25 percent of 
the world’s population will be facing a severe water shortage by 2025. However, the 
NRWI says that 50 percent of the increase in demand for water by 2025 can be met 
by increasing the effectiveness of irrigation and by growing more water-use efficient 
crops like sorghum. This projection shows that appropriate crop selection and con- 
servation efforts can save water. 


Policy Changes 

We have some particular concerns that we would like to share with the Sub- 
committee in our efforts to strengthen Federal Government support for sorghum. 
Unfortunately, concentrating solely on improving irrigation technologies and in- 
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creasing efficiencies does not necessarily translate into less water usage. NSP sup- 
ports conservation programs that encourage planting of appropriate crops based on 
decisions that are environmentally sustainable and market driven. Overall, NSP be- 
lieves that Congress and USDA need to emphasize water quantity, as part of water 
management, in both current and future conservation programs. 

How Much Water Can Be Saved? 

A Regional Water Plan prepared for the Texas Panhandle Water Planning Group 
in Amarillo, Texas, has found that the water savings over 60 years for 524,243 acres 
spread over 21 counties in the Texas Panhandle would amount to 7,360,000 acre- 
feet of water if irrigated corn acreage were converted to irrigated sorghum. On aver- 
age, that’s 147,200 acre-feet saved per year. An acre-foot of water equals 325,860 
gallons, roughly enough to supply two, four-person homes with water for a year. 
Theoretically, this 50 year water savings would amount to 147,200 acre-feet per 
year, enough to supply water to 294,400 four-person homes in a year. For reference, 
the city of Austin, Texas, has 276,842 housing units and a population of 642,994, 
according to the U.S. Census Bureau. 

On a broader geographic basis, the economic impact of converting higher water 
use acreage in the semi-arid regions to grain sorghum could be astounding. As you 
can see, encouraging the production of crops that are suited for a given area can 
save an enormous amount of water. 

Current Water Situation 

Currently, agriculture uses approximately 95% of the water drawn from the 
Ogallala Aquifer. Towns and cities within the region have aggressively educated 
citizens and in some cases implemented new laws that are forcing homeowners and 
businesses to conserve water. According to NRCS’s National Water Management 
Center (NWMC), water use for irrigation has increased by 125% over the past fifty 
years. NWMC also found that some aquifers have been permanently damaged be- 
cause the full recharge of depleted aquifers storage may not be possible where com- 
paction has occurred. The sorghum belt remains in a long-term drought, and the 
water table continues to drop as ground water supplies dwindle. NSP encourages 
NWMC to proactively consider long-range planning that focuses on ground water, 
because agricultural and non-agricultural users are critically dependent on water. 

Because of these concerns, NSP encourages the Subcommittee to promote con- 
servation programs that save water. We have members that tell the organization 
that they find that they use more total water as they increase the efficiencies of 
their existing irrigation and add more new irrigation systems. NSP views this as 
contrary to the goals of a program like the Ground and Surface Water Conservation 
Program, and contrary to the best interests of producers. We believe that the best 
way to conserve water is to lower the amount of water used within an agricultural 
system, not to just improve irrigation delivery technologies. 

Improving Current Programs 

NSP believes that EQIP and other conservation programs should be playing an 
integral part of a system-wide approach that encourages and rewards lower water 
consumption. For example, the program could encourage producers to change from 
an irrigated high water use crop that on average uses 30 inches of irrigated water 
from a center-pivot watering 125 acres, to dryland sorghum. This would save 3,750 
acre-inches of water a growing season. An incentive equal to the difference between 
irrigated land rental rates and dryland rental rates could entice farmers to make 
the conversion and help save water. 

NSP members are concerned that concentrating solely on the use of efficient irri- 
gation technologies may actually lead to an increase in overall water use. NSP lead- 
ership believes that the main priority of conservation programs should be to provide 
incentives to farmers to recharge ground water by lowering water use. With that 
in mind, another significant water saving conversion would be the production of less 
water intensive crops on irrigated land. Using our center-pivot irrigation example 
previously mentioned, switching from a high use water crop to a water sipping crop 
saves over 912 acre inches of water a growing season. NSP members believe that 
an incentive to compensate farmers for changing to a less water intensive crop 
would result in significant water conservation. NSP urges NRCS to work with the 
local offices and state committees to accurately determine the appropriate pa 3 Tnent 
rate for different regions of the U.S. 

Title rX — Energy 

Sorghum can, and does, play an important role as a feedstock in the renewable 
fuels industry. The sorghum industry fully supports the President’s call to greatly 
increase biofuel production. The sorghum industry believes that the Federal Govern- 
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ment should provide significant research resources to the development of cutting- 
edge methodology for producing renewable biofuels. These technologies must be both 
economically competitive and feasible in order to meet the stated goal of reducing 
our “addiction” to fossil fuel by 2025. 

We believe that the starched-based ethanol industry will play an important role 
in the renewable fuels industry, even after the cellulosic or biomass technology is 
perfected. 

Background on Sorghum in the Ethanol Industry 

Currently, 2% of the domestically consumed grain sorghum crop is used by the 
ethanol industry to make ethanol, and the number is growing each month. That pro- 
duction provides a source of ethanol outside of the traditional Corn Belt and sorely 
needed rural development in the sorghum belt. Ethanol processing plants routinely 
mix corn and sorghum together in the production of ethanol. Expanding ethanol pro- 
duction outside of the traditional Corn Belt is a priority for the sorghum industry 
and we are working to ensure that the ethanol industry uses a local grown feed- 
stock. Sorghum producers are working to expand their role in the renewable fuels 
industry. 

Biofuels production in the United States has been fairly limited to the use of grain 
for production of ethanol. Research efforts within the United States have focused on 
improving efficiencies of the use of grains through optimization of enzyme tech- 
nologies and feedstock improvements. The USDA and the DOE have been inves- 
tigating the use of biomass for production of biofuels. That research should translate 
into any crop that produces high biomass 3 delds. 

Sorghum has a unique role in bioenergy since it can and does fit into all three 
schemes for production of biofuels: grain, sugar-based, and biomass feed stocks. Hy- 
brid grain sorghum is routinely used as a grain feedstock in the U.S., sweet sor- 
ghum is used widely as a sugar feedstock in India and China, and the potential to 
produce high tonnage biomass from forage sorghum is well documented by the uni- 
versities in the U.S. 


Cellulose Source Comparison (source Texas A&M) 



Com 

Stover 

H 

Willow 

Switcharass 

Forage 

Sorghum 

(Today) 

TA&MES 

Proprietary 

High-yield 

Sorghum 

Biomass that can be 
harvested per acre On dry 
tons) and converted 

1 25. 1.50 

■ 

5 

6-8 


20 

Estimated cost (per 

dry ton) of biomass delivered 

to local 25 M gal/yr converter 

$52- $60 

$69 






Starch to Ethanol Production 

In the U.S., almost all of the current ethanol production is based on starch conver- 
sion, using primarily corn and sorghum grain, to produce ethanol. To the ethanol 
production process, starch is starch; it does not matter if the starch comes from corn 
or sorghum. Both starch sources yield identical amounts of ethanol from a bushel, 
and the distiller’s grain has almost identical nutritional value when it is fed to live- 
stock with the only differences being tbat sorgbum bas slightly more protein and 
corn bas slightly more fat. 

Sweet Sorghum Conversion to Ethanol 

Most Americans know of sweet sorghum as the type that is used to make syrup 
or molasses. In addition, it is also used worldwide in the production of ethanol. 
India and China are producing ethanol from sweet sorghum. DOE is currently sup- 
porting a sweet sorghum pilot study in Florida to explore the potential of sweet sor- 
ghums as a feedstock for ethanol production. 

Under current systems, the sweet sorghum is harvested, and then the stems are 
crushed and juice extracted at a mill. Some harvesters, though not economically via- 
ble at this time, are being developed to extract the juice in one operation and leave 
the residue in the field to be gathered at a later time. Once the juice is extracted, 
it is fermented and ethanol is produced. This ethanol is then distilled and dehy- 
drated using the same equipment that is being used in ethanol production from 
starch sources. NSP strongly supports research funding and loan guarantees to in- 
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sure that sweet sorghum to ethanol can become another component of the U.S. eth- 
anol industry. 

Forage Sorghum’s Role in Biomass 

Forage sorghums can play a significant role in both cellulosic and lignocellulosic 
technologies that produce ethanol from biomass. Biomass production is based on uti- 
lizing the whole plant (or other organic waste) by breaking down most of the plant’s 
major biological components to produce ethanol. In most cases, tons per acre of con- 
vertible biomass would drive the feedstock equation in the conversion to ethanol. 

The Federal Government has been conducting research on the role of switchgrass 
in biomass production. Switchgrass and sorghum are both from the family Poaceae 
and probably diverged from each other sometime before the divergence between sor- 
ghum and corn. Switchgrass is a perennial plant that can spread by both seed and 
rhizomes. Though sorghum is thought to be primarily an annual plant, there are 
related species that are also rhizomatous and perennial. Both plants have open 
panicles and can be tall and very leafy. But just as importantly, forage sorghums 
have a significantly better water use efficiency. It is important not to limit biomass 
feedstocks to perennial plants. 

DOE has indicated the need and desire to include sorghum in its analysis of eth- 
anol feedstocks. Basic compositional data analysis as well as research regarding cel- 
lulosic conversion of various feedstocks is needed. Limiting factors should be studied 
in regard to biomass-to-ethanol output. For example. Brown midrib (BMR) sor- 
ghums may increase ethanol output. We believe that utilizing sweet sorghums in 
the next logical step to moving ethanol efficiency forward. China and India have 
well-established technology and the U.S. should be able to ramp up production to 
make the U.S. more energy independent. Biomass-to-ethanol production would then 
be the next step. 

NSP supports the Renewable Fuels Association’s farm bill energy title rec- 
ommendations. Theses include refocusing the CCC Bioenergy Program to incentivize 
cellulosic and biomass feedstocks for ethanol production and energy production of 
ethanol plants; developing pilot and demonstration programs to familiarize growers 
with new cellulosic crops, including harvesting, transportation and storage issues; 
studying the concept of a “transitional assistance” program to assist farmers in the 
adoption of cellulosic crops; establishing a loan guarantee program for cellulosic en- 
ergy projects, particularly in rural areas; revising the BioPreferred Program to fa- 
cilitate a timely implementation of this market development program, allow feed- 
stocks (intermediaries) to be designated as biobased products, and implement the 
labeling program; developing a workforce education program for biofuels technology 
at land grant universities and biofuels research and testing centers; increasing re- 
search for better utilization of distillers grains for use by the livestock industry; and 
industry-focused cellulosic ethanol research and development on industry, and a 
commercialization-focused structure for funding. 

Conclusion 

The Committee has a big challenge on your hands rewriting our Nation’s farm 
laws and I expect that farm policy in the next 5 years will look significantly dif- 
ferent than it does today because of efforts to cut the deficit while meeting needs 
for domestically-produced, renewable energy in the U.S. My industry looks forward 
to working with you during these efforts. Again, thank you for your interest in sor- 
ghum. 

The Chairman. Thank you, sir. I yield myself 5 minutes. Mr. 
Shelor and Mr. Mitchell, for both of you, in reading your testimony, 
I don’t think either of you mentioned the Administration’s means 
test and proposal of the $200,000 adjusted gross income cap for 
farm programs, or other proposals that tend to lower payment lim- 
its for the three types of program payments. And my question to 
you is, what does your organization feel on both of these proposals 
in the context of both keeping farm payments exactly where they 
are — okay, as we do them now — or assuming that the Congress 
were to accept the recommendations that you have recommended 
and adopt that for the next farm bill? 

Mr. Mitchell. Well, as far as the means testing, the level that 
is set sets us up for a very dangerous situation, in that we would 
exclude many of our largest producers. Those producers would no 
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longer have a reason to be in conservation compliance, therefore it 
may be a negative environmental move on the part of the Adminis- 
tration with the farm bill. As far as the three-entity rule 

The Chairman. So you are for it or against it? 

Mr. Mitchell. We would be against it 

The Chairman. Okay. 

Mr. Mitchell. — going there because of the exclusion of some of 
the larger producers from the environmental protections that are 
afforded in the farm bill. We do think there should be some limits 
as far as the three-entity rule. Until we can get a better farm bill, 
something similar to what we have proposed where, quite frankly, 
if there aren’t payments, we don’t have to worry about payment 
limitations. We probably need to retain that three-entity rule. 

Mr. Shelor. Our current policy now is to agree with what we 
have now and see no changes. 

The Chairman. All right. Thank you. Mr. Mitchell, if you want 
marketing loan program rates to be equal to the full cost of produc- 
tion, can you show us any ideas numerically what the loan rates 
would be for major commodities? By that I mean, does full cost 
mean variable cost or are you including fixed cost in that as well? 
We understand that you have a variable cost and then you have 
a fixed cost, and would these rates be exactly the same for every- 
one or would there be a variation for different parts of the country, 
because you can obviously expect different places in the country 
where you have irrigation, otherwise it would be different. 

Mr. Mitchell. Well, what we are talking about is a nonrecourse 
loan as opposed to a marketing loan and we are talking about the 
full cost of production, which has actually been proposed as the tar- 
get price by a couple of other organizations here today. In fact, 
finding that full cost of production can be a bit elusive, it depends 
on who you look at and I would recommend this Committee con- 
sider a hearing and bring in several of the land-grant universities 
to determine how they are calculating that full cost of production. 
You second question was? 

The Chairman. Were you recommending that it be the same for 
everyone or would it be regional? 

Mr. Mitchell. Well, no. Of course, that would be that we would 
still need to go back to that adjustment so that the weighted aver- 
age would come back to that national loan rate. 

The Chairman. Okay, thank you. Now for my final question. Mr. 
Hayes and Mr. Evans, let me ask the question a little differently 
for the farmers that you represent, as it relates to payment limits 
and others. Would that have an impact on the number of farmers 
that you think would be engaged in the conservation programs, 
taking advantage — under the proposed $200,000 limit? 

Mr. Hayes. You know, I don’t know how to respond to that as 
far as conservation is concerned. I can tell you that we are opposed 
to the 

The Chairman. Okay. Okay, that will do it. 

Mr. Evans. I would say the same thing, that the Council is op- 
posed to the payment limitation. 

The Chairman. Okay, thank you, sir. I now yield to the gen- 
tleman from Kansas, Mr. Moran. 
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Mr. Moran. Mr. Chairman, thank you very much. Mr. Mitchell, 
thank you for your opening comments about FSA office closures. 
We are undergoing the same thing that many other states are and 
I absolutely think that. In fact, earlier this week, I asked Mr. Pe- 
terson to have a hearing in the full Agriculture Committee on the 
issue of the failures, current failures, of our IT technical and com- 
puter systems and my guess is that the potential there for cata- 
strophic problems for farmers across the country is just huge, as 
Mr. Etheridge says, but perhaps around the corner, and I find it 
interesting that we are disconcerting. I find it discouraging that we 
are focusing such a tremendous effort on trying to figure out how 
to eliminate offices across Kansas and across the country as com- 
pared to focusing on what I think is a much larger problem that 
USDA faces. And I visited with Ms. Herseth about her bill and we 
will take a look at that. But thank you for raising that topic and 
it is one that we really need to force tJSDA to address. 

Mr. Shelor, I asked the panel, the first panel, earlier about, can 
you segregate and segment the crop commodities and treat them 
differently as far as loan rates and LDP, counter-cyclical and direct 
payments? Each commodity has a slightly different version of what 
they are looking for in the next farm bill and I didn’t get an an- 
swer. I am going to follow up and ask them to answer my question 
in writing. But any reaction to that? Is this an opportunity for us 
to treat commodities differently or the way people farm? Would 
that be a mistake? 

Mr. Shelor. Well, it probably could be a mistake, but you know, 
as long as they are equitable, so that a producer isn’t out there try- 
ing to make decisions on the farm bill, what is best for him, and 
it is market driven. You know, I think it would be best for pro- 
ducers. 

Mr. Moran. In a state like ours, in which there is a lot of diver- 
sity and program crops, a farmer has a significant number of op- 
tions, depending upon price, the farm bill and weather conditions, 
to make decisions about what crop to raise. What do you see going 
on today in regard to decisions being made based upon provisions 
of the farm bill, the commodity title? 

Mr. Shelor. Well, it is still back there even though we have 
higher cash prices and we are looking forward; and hopefully we 
don’t utilize the loan rates and LDPs and stuff. But as we all know, 
the reality is that someday we will be using them again and like 
has been mentioned before, when you go to the banker, you have 
done a cash flow and stuff. You have to have that minimum price 
in there and it is really important to know that that safety net is 
there between different crops. 

Mr. Moran. You and your farming operation, can you give me 
examples of where decisions are made based upon the farm bill as 
compared to what would make more sense from a marketing or 
weather point of view? 

Mr. Shelor. Well, if you just look at the safety net, if you have 
a crop that has lower prices and you are not guaranteed as good 
a return, you are not going to be inclined to produce that crop. 

Mr. Moran. Mr. Shelor, I want to give you the opportunity. I 
was trying to give you the opportunity to point out how, in sor- 
ghum, decisions are being made based upon that imbalance that 
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you described, and I assume you could tell us that is going on in 
your farming operation or your neighbors or across the country, 
that people are not growing grain sorghum because of current pro- 
visions of the 2002 Farm Bill. Is that true? 

Mr. Shelor. Well, that is correct, because of the lower loan rates 
and then even the price election on crop insurance has the same 
problem, too. So that affects 

Mr. Moran. So in addition to the program payments, crop insur- 
ance discourages the growing of grain sorghum? 

Mr. Shelor. Extremely, yes. 

Mr. Moran. Because? 

Mr. Shelor. Because it is a lower price election, because of the 
way they figure the price going over the past history and not look- 
ing forward to future prices. 

Mr. Moran. And my assumption is that your bankers at least at- 
tempt to make many decisions for you and other farmers as to 
what crops are grown? 

Mr. Shelor. Well, they don’t necessarily do that, but they do 
have a smile on their face if you can show them a return. 

Mr. Moran. I can understand that. Mr. Evans, let me address 
you. These are crops I am less familiar with and I am interested 
in knowing what we did in the 2002 Farm Bill, which I thought 
and you indicate in your testimony that pulse crops entered the 
farm program family in 2002, but I was uncertain, in listening to 
your testimony, as to what is still missing in 2007. What did we 
fail to do that would be beneficial to your segment of agriculture? 

Mr. Evans. Well, as I said in my testimony, we just want to be 
treated equally with all other commodity crops and wheat has a di- 
rect payment. It has a counter-cyclical payment. I realize that they 
didn’t get to use them and it works that way. But I mean, we just 
want to be like everybody else. 

Mr. Moran. And again, give me the instances in which you are 
not like everybody else. You don’t have a direct payment? 

Mr. Evans. Yes. 

Mr. Moran. What else? 

Mr. Evans. What is that? 

Mr. Moran. What else? 

Mr. Evans. Oh, and a counter-cyclical payment. I mean, I don’t 
know whether we get it. I mean, I hope the prices stay up and we 
don’t need it. 

Mr. Moran. But you don’t have the opportunity for a counter- 
cyclical? 

Mr. Evans. We don’t have the opportunity. 

Mr. Moran. And so when you entered the farm family, I have 
to choose my words carefully, you are not a full-fledged member of 
the family? 

Mr. Evans. No, we got to sit at the big table, but we haven’t got 
fed yet. 

Mr. Moran. And then the restrictions. That is a good description. 
You are at the TV tray. The prohibition on program acres. 

Mr. Evans. Yes? 

Mr. Moran. You are prohibited from growing your crops on pro- 
gram acres? 

Mr. Evans. Just chickpeas. 
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Mr. Moran. Just chickpeas. 

Mr. Evans. In the 1996 Freedom to Farm Act, our organization 
put the wording into the bill to have an exclusion for peas and len- 
tils. We weren’t able to get it at that time for chickpeas. 

Mr. Moran. Thank you very much. Thank you, Mr. Chairman. 

The Chairman. Thank you. The gentleman from Georgia for 5 
minutes. 

Mr. Marshall. Thank you, Mr. Chairman and Mr. Moran. I will 
be pleased to let Mr. Pomeroy know that you are now occupying 
his role in the Committee and running over your 5 minute block 
of time. 

Mr. Moran. In the old days, I had the ability to do that. 

Mr. Marshall. Chairman Peterson is very high on sweet sor- 
ghum as an energy source and thinks that, in fact, things are going 
to look up pretty quickly where sorghum is concerned. He even 
thinks we will be growing sorghum in Georgia. I am not really fa- 
miliar enough with the science and the opportunity there, but you 
know, maybe you will be representing a lot more acreage here 
shortly. 

Mr. Mitchell, I principally have questions for you. It is the same 
question that I asked. I guess you corn guys are the troublemakers 
in the group here. I asked Mr. McCauley and you heard me ask 
the question. The question is, you have a proposal that is a little 
different than what is being advocated by most of the other com- 
modities and this has been around now for a couple of years, 2 or 
3 years. It is based on the University of Tennessee work. And so 
there has been a debate and that debate probably in your mind has 
crystallized into a few very narrow points, major points, differences 
of opinion here, and could you quickly summarize that for me? 
What do others say is the real weakness in your proposal and what 
is your response to that? 

Mr. Mitchell. Well, I will do my best. The three legs of what 
we are talking about is to go back to a support price as opposed 
to a subsidy, and I know a lot of times I have to explain this to 
urban audiences as well. Many times the analogy we use is the dif- 
ference between a support and a subsidy is the difference between 
who pays the money; does the government pay the money or does 
the user pay the money? In this case, we are looking also at the 
difference between, say, minimum wage and food stamps. And you 
know, this has been debated recently by this body, about the min- 
imum wage. You don’t have to be a rocket scientist to figure out 
that you can raise the minimum wage and help reduce the cost of 
food stamps. We are talking about raising the minimum wage for 
farmers to establish a floor price so that we don’t have to deal with 
the subsidies. 

Mr. Marshall. I understand that. Have you done an analysis 
and concluded that this is just politically not going to happen and 
so that is your position, but you are really not going to push it be- 
cause you don’t think it will happen? 

Mr. Mitchell. No, not at all. I think, given the budget con- 
straints that you are going to have to deal with this year, this is 
probably your best option. 

Mr. Marshall. The other objections to your proposal? 
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Mr. Mitchell. Well, I think some of the objections that have 
been proven false before is that we have priced ourselves out of the 
market by using such a program. Well, to be quite honest, we have 
dropped the price of most of our commodities fairly dramatically 
over the last 25 or 30 years. In fact, adjusted for inflation, corn 
prices, until this recent rebound, had been reduced by 80 percent 
over the last 25 years, the time period that we saw grocery prices 
increase by 300 percent, but our exports still remain static. In fact, 
they are worse than static. We continue to export just above or just 
below two billion bushels, but that used to be two billion bushels 
of a seven or eight billion bushel crop. Now it is two billion bushels 
of an 11 billion bushel crop. So as a percentage of our crop, we are 
exporting much less, even with these lower prices. So I think we 
have proven that the myth that the recourse loan prices us out of 
the marketplace has been disproven. 

Mr. Marshall. You would obtain these prices not by controlling 
supply, and you would obtain those prices by going ahead and say- 
ing this is what people are going to have to pay for the different 
commodities? 

Mr. Mitchell. For the most part. I mean, this was the corner- 
stone of the farm programs that started in the 1930s, and without 
going through all of that history, but I will say that we do need 
to determine a way of managing overproduction. One of those ways 
we see, I don’t think we will ever go back to the ARPs of the past, 
the acreage reduction programs, but if we can give farmers incen- 
tives to plant dedicated energy crops in place of some of these crops 
we have been overproducing, I think it would work over the next 
50 years similar to what soybeans have done for us over the past 
50. 

Mr. Marshall. If I could interrupt. I am going to run out of time 
here. I have just an observation. I do think things look up in ag 
because of the fact that we are going to be using a lot of acreage 
for energy production, assuming we continue heading in the direc- 
tion we are heading right now. One of the things that worries me, 
though, is if you poll this, public support for, at least in the South- 
east, as far as I can determine, public support for ag, for farmers, 
for family farmers, just isn’t there and it would be very nice if 
there were some way we could come up with a farm program that 
increased public support. As it diminishes, it becomes politically 
more difficult to do some of the things that we need to do. I see 
my time has expired. 

The Chairman. I thank the gentleman. Let me thank each of you 
for your testimony and your for your time this morning. You have 
been very helpful and certainly will be helpful to us as we struggle 
through the challenge we face of getting a new farm bill to our 
farmers, that is really for America, because not only are we keep- 
ing people on the land, more importantly, we are feeding people in 
this country and a lot of folks around the world. With that, let me 
thank you and turn to the gentleman from Kansas for any closing 
comments he might have. 

Mr. Moran. Mr. Chairman, thank you very much and I appre- 
ciate the fact that you have called these witnesses to give us the 
testimony that we have heard today. It is very useful and I appre- 
ciate their presence in Washington, D.C., to help us in this regard. 
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I especially appreciate Mr. Shelor, a constituent of mine, for mak- 
ing the trip from Kansas to Washington, D.C. I am grateful that 
we had such good testimony and appreciate the role that grain sor- 
ghum plays in our state. We are the number one grain sorghum 
producing state in the country and we often talk about corn as the 
ethanol provider, the input. Mr. Shelor raises a product that can 
be very helpful to our country in meeting its energy needs. Thank 
you, Mr. Chairman. 

The Chairman. Thank you. And I might say that a lot of sor- 
ghum we grow in a lot of places, we are going to use that as a feed- 
stock for energy. So let me thank you. But before we adjourn, 
under the rules of the Committee, the record of today’s hearing will 
remain open for 10 days to receive additional material and supple- 
mentary written responses from witnesses to any question posed by 
a Member of the panel. This hearing of the Subcommittee on Gen- 
eral Farm Commodities and Risk Management is adjourned. 

[Whereupon, at 12:20 p.m., the Subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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Submitted Questions 

Responses from John E. Pucheu, Jr., Chairman, National Cotton Couneil of 
America; Partner, Pucheu Brothers Ranch, Tranquility, CA 

Questions Submitted By Hon. Bob Etheridge, a Representative in Congress from 
North Carolina 

Question 1. You call for competitiveness assistance to be provided to U.S. mills 
for every pound of cotton they consume and believe such a program would have very 
low costs. Can such a program be created that is compliant with our WTO obliga- 
tions, and exactly how low do you envision these costs being? 

Answer. The National Cotton Council and the National Council of Textile Organi- 
zations support inclusion of a provision in the new farm law that would provide a 
payment of J^i/lb. on every pound of raw upland cotton fiber spun into yarn in U.S. 
based yarn manufacturing plants. By providing the benefit on all cotton consumed, 
the provision would not violate the national treatment provision of the WTO. The 
proposal is based on the average value of the payments made under the cotton com- 
petitiveness provision prior to its termination, effective August 1, 2006. The U.S. 
textile industry, which is a critically important market for U.S. farmers, continues 
to struggle for survival in the face of increasing imports, especially from China 
where mills receive significant subsidies in the form of no-cost loans, currency 
undervaluation, subsidized utility, land and shipping costs, export tax rehates and 
other direct and indirect subsidies. Unfortunately, the proposed fiber competitive- 
ness program will not restore lost production capacity but mills will reinvest the 
benefits, preserving a market for U.S. cotton and U.S. jobs. Given the continued de- 
cline in cotton consumption by U.S. based mills, the provision can be expected to 
have relatively low cost over the life of a new farm bill and should be reviewed when 
the new law expires. 

Question 2. I note you support continuation of the extra-long staple cotton pro- 
gram. Please explain the provisions of the program and why having a separate pro- 
gram for ELS in important to California and to the rest of the cotton producing 
states. Also, am I correct that the ELS program was not referenced in the case 
Brazil filed with the WTO? 

Answer. The extra-long staple cotton program has provided an effective, low-cost 
safety net for U.S. producers. The provisions of the ELS program, which include a 
nonrecourse loan and competitiveness provision, were not part of the WTO case. 
While ELS cotton can and has historically heen produced in West Texas, New Mex- 
ico, Arizona and California, the production is currently concentrated in California’s 
San Joaquin Valley. ELS producers have successfully initiated a successful self-help 
promotion program and have established markets for their premium cotton, both do- 
mestically and internationally. The ELS program combined with cropping flexibility 
provisions allows producers to respond to market signals. In the absence of an effec- 
tive ELS program and cropping flexibility provisions, farmers in the irrigated West 
would not have the option of planting ELS and would be forced to plant upland re- 
gardless of market signals. 

Question 3. You have express concern about the limitations on program benefits, 
eligibility requirements and the Administration’s proposed modifications to the ex- 
isting AGI test. How do these proposals impact California and other highly produc- 
tive irrigated areas? 

Answer. Limitations on program benefits have a disproportionate impact on pro- 
ducers of high value crops and particularly producers in irrigated areas with high 
productivity per acre. Since current and proposed limitations are expressed in dol- 
lars, the limits cover significantly fewer acres for a highly productive irrigated oper- 
ator than a dry land operation. For example, the $75,000 limitation on loan defi- 
ciency payments at today’s cotton price of AZiAh. would cover about 575 acres in 
California compared to 1,070 acres in Texas. The limits cover even more acreage in 
the Midwest causing the impacts to fall disproportionately on irrigated operators 
producing high value crops including cotton, rice and peanuts. Since the limitation 
is applied cumulatively for all crops, if the cotton producer also has rice or other 
program crops, the limit would restrict benefits to even fewer acres. The limits can 
impact financing and marketing decisions in a way that undermines the cropping 
flexibility provisions. For example, if limitations or eligibility were further re- 
stricted, producers would have to shift to specialty crops — many of which have very 
fragile markets which would be severely damaged by over-production. The Adminis- 
tration’s proposal to deny all benefits to individuals with adjusted ^oss incomes 
that exceed $200,000 would be particularly penal in the West where high value spe- 
cialty crops can generate high income on relatively small production in years when 
favorable market conditions exist. 
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Question 4. Can or should each commodity have its own program that is dis- 
similar in structure from the others or should we maintain a uniform structure for 
the safety net for all program crops. 

Answer. Since most operators can chose to produce various crops, it is important 
for the structure of farm programs to be uniform and for there to be a balance be- 
tween programs so producers can respond to market signals rather than program 
benefits. However, because markets are different, it is necessary for programs to be 
tailored to individual crops. For example, the cotton marketing loan is based on an 
adjusted world price that is based on actual market price data available to USDA. 
The industry supports this method of calculating the weekly world price because re- 
liable data are readily available. The marketing loan for grains and oilseeds is based 
on county posted prices, which are not relevant for cotton. 

Responses from Ken McCauley, President, National Com Growers Associa- 
tion; Cora and Soybean Farmer, White Cloud, KS 

Questions Submitted By Hon. Bob Etheridge, a Representative in Congress from 
North Carolina 

Question 1. If the only way we could implement an RCCP would be for corn only, 
and all the other crops would have their programs remain the same, would that be 
acceptable or are there disadvantages to corn if you go it alone on this? 

Answer. NCGA’s analysis indicates our proposed revenue based counter-cyclical 
program, integrated with the Federal crop insurance program, will provide much 
greater income protection for corn, soybeans, wheat and sorghum compared to the 
current farm support programs. Although we believe U.S. agriculture would be 
much better served by a shift to a revenue based safety net, there is no reason why 
corn could not go it alone except for the fact that some budget offsets are lost from 
the other commodity support programs remaining the same. Moreover, we do not 
anticipate any problems with planting decisions based on the different structures 
between the existing price base programs and our proposed. Revenue-based safety 
net. 

Question 2. Does the current marketing loan program have to become a recourse 
loan in order for the RCCP to work or can the RCCP work with the current pro- 
gram? 

Answer. NCGA believes the RCCP, particularly with a higher price floor than the 
current loan rate, eliminates the need for a nonrecourse loan. Should Congress de- 
cide to keep the nonrecourse loan program, then it would be very important for the 
harvest price that determines the RCCP Actual County Revenue to not fall below 
the loan rate. However, NCGA has yet to evaluate the projected costs of the Na- 
tional Farm Security Act proposal with a nonrecourse loan. 

Response from Peter D. “Dan” Gertson, Jr., Chairman, U.S. Rice Producers 
Association; Rice Farmer, Lissie, TX; on Behalf of USA Rice Federation 

Question Submitted By Hon. Bob Etheridge, a Representative in Congress from 
North Carolina 

Question. Can or should each commodity have its own program that is dissimilar 
in structure from the others or should we maintain a uniform structure for the safe- 
ty net for all program crops? 

Answer. First, with regard to program crops below we are referring to those “cov- 
ered commodities” under title I of the farm bill. We believe the overall general struc- 
ture of the safety net should remain the same for each program crop, however it 
is important to note that currently there are distinct differences in the programs 
for some crops and in how the programs operate. For instance, the nonrecourse mar- 
keting loan program for rice and cotton uses a “world price” for determining the 
loan repayment rate or loan deficiency payment, while the marketing loan program 
for most other crops uses a domestic posted county price for this determination. 
While we believe it is important for the overall structure of the programs to be simi- 
lar, it is also important that such key distinctions are recognized and continue to 
remain in place given the the different market dynamics for different crops. We are 
very concerned that, should programs differ too substantially from one crop to an- 
other, the differences could interfere with production decisions and effectively im- 
pede planting flexibility, especially if such changes work to the detriment of par- 
ticular commodities or growing regions. A program for a particular crop should pro- 
vide a meaningful safety net for all regions of the country and all producers who 
select to grow that crop. 
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Response from Richard Ostlie, President, American Soybean Association, 
Northwood, ND 

Question Submitted By Jerry Moran, a Representative in Congress from Kansas 

Question. Can or should each commodity have its own program that is dissimilar 
in structure from the others or should we maintain a uniform structure for the safe- 
ty net for all program crops? 

Answer. ASA and other oilseed organizations strongly support maintaining a uni- 
form structure for all program crops. We supported the decision to establish direct 
and counter-cyclical payment programs for oilseeds in the 2002 Farm Bill, although 
we objected at the time to the levels of oilseed supports relative to other crops. We 
continue to support maintaining the current structure, while adjusting support lev- 
els to eliminate planting distortions and to provide an adequate safety net to all pro- 
ducers for all crops. 

The marketing loan program can seriously distort planting decisions if prices for 
crops that compete for acres are expected to be near or below loan levels and the 
loan rates themselves do not reflect the relative market prices of their commodities. 

Inequitable target prices can also indirectly distort planting decisions. Inequitable 
target prices make it less likely for a low target price crop to be planted on a high 
target price crop’s base acres because the expected “market returns” of the low tar- 
get price crop must be higher than both the “target price returns” and “market re- 
turns” of the high target price crop. And since farming is inherently risky, producers 
and lenders will seek to reduce risk wherever they can, even to the point of con- 
tinuing to plant a crop with a higher effective target price on that crop’s base acres 
when a low target price crop’s market price sends signals to the contrary. Also, even 
though base acre updates are said to be unlikely in new farm legislation, producers 
will continue to take that possibility into account and factor in inequitable target 
prices when making planting decisions. 

Direct payments are income transfers, and have little impact on planting deci- 
sions. 

As indicated in my testimony, ASA is proposing to adjust target prices and mar- 
keting loan rates to ensure producers of all crops an adequate safety net against 
low prices, and to reduce the planting distortions caused by current inequitable loan 
levels and target prices. This proposal is intended to make the current structure of 
the 2002 Farm Bill work more successfully. Providing different programs for dif- 
ferent commodities would make it more difficult to provide equitable support, and 
could have serious unintended consequences for production of the various program 
crops. 

Response from John C. Thaemert, President, National Association of Wheat 
Growers; Owner/Operator, JT Farms, Inc., Sylvan Grove, KS 

Questions Submitted By Hon. Bob Etheridge, a Representative in Congress from 
North Carolina 

Question 1. You mention in your testimony your organization’s support for cre- 
ating a separate market classification for Hard White Wheat. Can you elaborate on 
that; what do you envision and why is it necessary? 

Answer. Hard White Wheat is a new wheat class needed in the U.S. export mar- 
ket basket to compete with U.S. competitors in world markets that are cutting into 
U.S. export market share. U.S. domestic industry also uses and needs Hard White 
Wheat to optimize consumer interest in healthy, 100% whole wheat products. Cur- 
rently, under the marketing loan program Hard White Wheat does not have its own 
classification and instead continues to mimic Hard Red Winter. As market share be- 
gins to increase and the industry strives to achieve a critical mass, we believe it 
is necessary for Hard White Wheat to be able to stand on its own, which means 
treating it as a separate class, similar to Soft White Wheat, Hard Red Spring, Hard 
Red Winter etc. 

Question 2. Is there a need to continue the White Wheat Incentive Program that 
was funded in the 2002 Farm Bill? 

Answer. We believe there is a need for creating a new Hard White Wheat Devel- 
opment program to incorporate all segments of the industry. Hard White Wheat has 
continued, since enactment of the 2002 Farm Bill, to gain some market share, and 
plantings in some areas have increased. However, lack of available infrastructure, 
lack of knowledge and lack of disease resistance have hurt the industry. While we 
believe there is a need for a Hard White Wheat Development program to help gain 
critical mass, we believe a new program should be developed to ensure that HW can 
be successfully marketing throughout the entire wheat supply chain; addressing the 
needs of researchers, seed producers, grain producers, and marketers. The U.S. 
Wheat Associates Hard White Wheat Committee has developed a draft concept 
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paper (attached) that explains the needs of the industry and their visions for a new 
incentive program in the next farm bill. 

Question Submitted By Jerry Moran, a Representative in Congress From Kansas 
Question. Can or should each commodity have its own program that is dissimilar 
in structure from the others or should we maintain a uniform structure for the safe- 
ty net for all program crops. 

Answer. We believe that the agronomics of each commodity are different and that 
in many cases, different growers may have different needs in a safety net. Therefore 
there should not be a “one-size” fit all approach to farm policy. Wheat growers 
strongly believe in the current structure of the 2002 Farm Bill, but urge Congress 
to put a greater emphasis on the direct payment for wheat growers, and adjust tar- 
get prices to reflect historic cost of production. We understand that other commodity 
growers have different needs and ideas about their safety net, and believe, when 
working within the structure of the 2002 bill, adjustments should be made to pro- 
grams based on each commodities needs. 

Attachment 

U.S. Wheat Associates Hard White Wheat Committee 

(Draft) Concept Paper 

Hard White Wheat Development Program 

January 21, 2007 

THESE ARE THE GOALS OF THE CONCEPT 

• Establish HW wheat as a viable U.S. market class. 

• HW is widely used in U.S. domestic and export markets. 

• 240 million bushels is a minimum amount that would create a sustainable, crit- 
ical mass that would supply the market with a year round supply. 

• Create this critical mass by the summer of 2011. 

• Concept rV is a 4 year, $35 million program. 

SEVEN COMPONENTS OF THE PROGRAM 

1. National coordinated and regionally managed program. 

2. Research — Assistance to wheat breeding programs for new white wheat vari- 
ety development to ensure reaching critical mass. 

3. Access U.S. Government human feeding programs and export food aid assist- 
ance. 

4. Domestic and export market development. 

5. Access appropriate rural economic development programs. 

6. Support to producers to ramp up “critical mass” hard white wheat production. 

7. Assistance to first purchasers in coordination with NGFA. 

National coordinated and regionally managed program 

• Program nationally managed with the cooperative efforts of NAWG, U.S. Wheat 
and National Grain and Feed Association. 

• Regions would be defined as “Great Plains” (KS, CO, NE, OK, TX, WY); “North- 
ern Plains and the PNW” (MT, ND, SD, ID, OR, WA); “California”; and other. 

• Coordinator for each defined region at a meiximum cost of $125,000 per coordi- 
nator, per year. Coordinators are accountable to regional HWWDP committees 
composed of representatives from wheat commissions, first purchasers, seed 
dealers, wheat researchers, transporters and buyer-users and others as deemed 
appropriate with USDA oversight. 

Research 

• $1 million disbursed annually for wheat variety research and other research as 
determined by HWWDP Committee. Funds divided based on regional HW 
wheat production and as appropriated by HWWDP regional committees. 

U.S. Government human aid programs 

• Develop access to human food programs such as school nutrition programs, mili- 
tary procurement, correctional facilities and export food aid programs. 

Domestic and Export Market development programs 

• Commercial samples, sample testing and sampling transportation to potential 
domestic and foreign customers as determined by the HWWDP regional commit- 
tees. 

• Related promotions and promotional materials. 
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• HW wheat trade development teams. 

• Training and consultation programs to assist customers in optimizing the value 
of HW wheat. 

• Estimated at $250,000 per year, divided based on regional HW wheat produc- 
tion and as appropriated by HWWDP regional committees. 

USDA Rural economic development programs 

• Access appropriate USDA rural economic development programs. 

Support to producers 

• To qualify for the following certified seed purchase rebates, a producer must 
buy certified seed of a state sanctioned approved variety rated superior or better 
on quality. 

• A $5 per acre seed rebate to be paid to the producer for certified HW wheat 
seed purchases, capped as following: 

• Great Plains region ( KS, CO, NE, OK, TX, WY) 

° Fall of 07; 350,000 acres certified seed 

° Fall of 08; 400,000 acres certified seed 
° Fall of 09; 450,000 acres certified seed 
° Fall of 10; 300,000 acres certified seed 

• Northern Plains and The PNW (MT, ND, SD, ID, OR, WA) 

° Fall of 07; 150,000 acres certified seed 

° Fall of 08; 200,000 acres certified seed 
o Fall of 09; 250,000 acres certified seed 
° Fall of 10; 200,000 acres certified seed 

• California 

° Fall of 07; 100,000 acres certified seed 
° Fall of 08; 150,000 acres certified seed 
° Fall of 09; 200,000 acres certified seed 
° Fall of 10; 150,000 acres certified seed 

• Other — To be determined 

• Estimated cost of seed rebate in first 4 years on 2.9 million aggregate acres = 
$14.5 million. This proposal does not include any rebate money for certified seed 
after 4 years. 

• The goal of this is to make sure that HW wheat seed is available to the pro- 
ducer at a significant savings. 

Assistance to first purchasers 

• A rebate of 2.5(2 per bushel will be effective in bringing in the grain handler. 

• For the first 3 years of the program, certain quality parameters should be met, 
including #2 or better grade, minimum 13.5 protein for a spring wheat variety, 
a minimum of 11.5 protein for a winter wheat variety, minimum 300 falling 
numbers. Quality based on settlement sheets. “Milling quality” is the goal. 

• Handling Rebates are paid at $10,000 for every 500,000 bushels purchased, 
with an additional $5,000 bonus at each millionth bushel 

• Handling rebates will be paid to the initial purchaser, based on settlement 
sheets. 

• The handler will be responsible for selling the wheat. 

° Summer of 08; 58 MILLION BU = $1.45 million rebate potential 
° Summer of 09; 98 MILLION BU = $2.45 million rebate potential 
° Summer of 10; 158 MILLION BU = $3.95 million rebate potential 
° Summer of 11; 272 MILLION BU = $6.80 million rebate potential 

• Total aggregate handling rebate potential is $14.65 million dollars. 

TOTAL ESTIMATED COSTS FOR THE 4 YEARS ARE ABOUT $35 MILLION. 
REMAINING FUNDS AT THE END OF THIS 4 YEAR PROGRAM WILL BE 
CARRIED INTO YEAR 5 AND USED ACCORDING TO THE EXISTING PRO- 
GRAM PROVISIONS. 

ESTIMATED HW WHEAT PRODUCTION AT THE END OF 4 YEARS IS 272 
MILLION BUSHELS. 


o 



